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PREFACE 


This summary of world economic conditions is intended pri- 
marily to make available basic material from the following 
reports of the Department of Economic Affairs of the United 
Nations: Financial Needs of the Devastated Countries, Interim 
Report, June 1947; Survey of Current Inflationary and Deflation- 
ary Tendencies, September 1947; Economic Development in 
Selected Countries: Plans, Programmes and Agencies, October 
1947; Economic Report, Salient Features of the World Economic 
Situation, January 1948; The Foreign Exchange Position of the 
Devastated Countries, February 1948. 

In a few instances other United Nations and governmental 
sources have also been utilized. The chapter on the Union of 
Soviet Socialist Republics, concerning which data were almost 
entirely lacking in United Nations documents, has been based 
largely on Soviet statistics and reports. 

A Survey of the Economic Situation and Prospects for Europe, 
prepared by the Research and Planning Division of the Eco- 
nomic Commission for Europe, issued March 30, 1948, became 
available after the summary of the above reports had gone to 
the printer. It has therefore been impossible to incorporate the 
more recent and in some instances more complete findings on 
Europe in the present survey. However, except for relatively 
minor qualifications, the conclusions in the earlier reports are 
confirmed by the findings of the Economic Commission for 
Europe. As an indication of recent developments a few of the 
highlights of the latter report have been briefly indicated in an 
appendix to the present summary. 

The reports which have been published and are in preparation 
by the Secretariat of the United Nations have made a most im- 
pressive start in providing information required for the treat- 
ment of problems which must be resolved if the transition to 
peace is to be achieved. 

This issue has been prepared by Melvin J. Fox and Miss Anne 
Winslow of the Endowment Staff, with the assistance of David 
J. Steinberg. The chapter on the USSR was prepared by James 
H. Blackman, with supervision by Professor Abram Bergson of 
Columbia University. 

ALGER Hiss 
New York, April 12, 1948. President 
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WORLD ECONOMIC CONDITIONS 
A SUMMARY OF REPORTS BY THE UNITED NATIONS 


The last war inflicted almost incalculable damage on men and 
machines, particularly in areas where both had been developed 
to a high point of skill and efficiency. It laid waste property 
and made millions homeless. It caused extensive destruction 
of ocean and inland transport which are basic to the mainte- 
nance of markets. It sharply reduced industrial activity and the 
unsatisfied demand thereby created resulted in inflation in 
almost all countries, including the United States. It destroyed 
the commercial patterns and corporate relationships that had 
created the closely integrated economic life of Europe and vir- 
tually eliminated the major industrial center of the Far East. It 
dangerously depleted soil fertility, forests, and other natural re- 
sources most vital for an industrial society. It undermined the 
agrarian balance between agricultural suppliers and urban con- 
sumers and altered the established flow of international trade. 

A major factor in the dislocation of trade has been the shift in 
the distribution of industrial and financial resources. 

Today, the United States constitutes the principal source of world 
supply of manufactured goods, fuel and foodstuffs.” 
This situation has forced countries to increase their import from 
the United States of commodities required to sustain life and 
repair their industrial and agricultural facilities, while their own 
diminished production and the distortion of normal trade chan- 
nels have progressively reduced means of payment. The resultant 
dollar shortage, which had been temporarily alleviated by sub- 
stantial loans, primarily from the United States, has necessitated 
world-wide restriction of imports from the United States at a 
time when they are most needed and a substitution of bilateral 
barter agreements for multilateral exchange. 

The war also aggravated pre-existing disparities between 


1 Salient Features of the World Economic Situation, 1945-47, Economic 
Report, Department of Economic Affairs, United Nations (Lake Success, 
N. Y.: January 1948), p. 222. (Hereafter cited as Economic Report.) 
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industrial and non-industrial regions of the earth, and revealed 
the dependence of the highly industrialized nations themselves 
upon the purchasing power of those under-developed areas, which 
today comprise approximately seventy-five per cent of the 
world’s population. It awakened a realization that the require- 
ments of modern society can be met only by greater rationaliza- 
tion of existing industrial and agricultural production. 

There is a growing determination on the part of governments 
to use controls where necessary to create more balanced national 
economies, to improve methods and skills, to sustain productive 
employment, and to raise standards of living. If the people of 
the world are to share the benefits of modern technology, there 
will need to be persistent efforts to improve and expand areas 
of international collaboration and thereby reduce the potential 
conflicts between economic autarchy and the interests of a world 


community. 
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CHAPTER I 


BACKGROUND 


War Aftermath 


The impact of the war in terms of physical destruction of industry, 
transport, agriculture, and other national resources has been fully recog- 
nized because the results of such destruction were visible and measurable. 
The invisible devastation wrought by the war, however, was less obvious 
and its consequences more difficult to assess. It manifested itself in deterio- 
ration, rather than destruction, of capital and man-power, and in economic 
dislocations. In the industrial and transport sectors, deterioration of plant 
and equipment was the result both of obsolescence and over-exploitation 
during several years of war without adequate maintenance and replace- 
ment. There was a parallel deterioration of agricultural capital, including 
deterioration of soil fertility. The productive capacity of the population was 
reduced owing to war exhaustion, undernourishment and loss of technical 
skills. 

Inflationary pressures contribute to the basic maladjustments 
throughout the world, in.war-devastated countries as well as 
under-developed countries, surplus countries as well as deficit 


countries. 


In most countries, the inflationary pressures may be attributed on the 
one hand to the pressure of demand generated by budget deficits, or large 
net exports, or high rates of private investment, or spending of accumulated 
liquid assets, and on the other hand, to the scarce supplies of consumer 
goods. This situation has caused a rise in prices which tends to adjust the 
demand for consumption goods to the supply by raising profits to the point 
where the savings resulting from these profits are sufficient to finance the 
increased investment and government deficits. In the process the relative 
share of wages in the national income falls and the necessaries of life tend 
to be distributed very inequitably. The resulting efforts by workers to pre- 
vent deterioration in their position by wage increases are frustrated by 
subsequent price increases and thus the inflationary spiral develops. The 
inflationary process tends further to be reinforced by the speculative hoard- 
ing of essential commodities.* 


Production Problems 


Of the major problems that must be overcome before solid 


2 See Economic Report, op. cit., pp. 123-124; For detailed description of 
effects of war on Europe see also International Conciliation, No. 436, De- 


cember 1947, pp. 795-798. _ 
3 Economic Report, op. cit., pp. 24-25. 
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foundations for recovery can be established, three relate to com- 
modities—coal, steel, and food—which determine the level of 
operation in an industrial society. One—transportation—knits 
together the diverse elements of a highly complex society and, in 
fact, makes industrial and agricultural expansion possible. And 
related to all the others is man power, still the principal produc- 
tive factor in modern society. Efficient output per man hour 
implies adequate tools, appropriate incentives in the form of 
wages and purchasable goods, good living conditions, sufficient 
food, and security for the family. 

These problems actually cannot be separated one from another. 
Increased productivity per man hour depends upon food; ex- 
panded food output is not possible without agricultural imple- 
ments and fertilizer; increased production of these will require 
steel and coal; the latter cannot be expanded, nor can the 
farmer’s increased output be brought profitably to the urban 
worker without great improvement in transportation facilities. 


The coal shortage is one of the chief obstacles to industrial recovery. 
Europe was self-sufficient with respect to coal before the war. With German 
production only slightly exceeding one half of its pre-war rate and three 
countries, the United Kingdom, Germany and Poland accounting for eighty 
per cent of total European coal production and for over ninety-five per cent 
of the net exports, Europe (excluding the USSR) produced in 1947 only 
eighty-four per cent of its pre-war output. Excluding Germany, European 
output was ninety-two per cent of pre-war production. To meet its most 
urgent needs, Europe must now import high-cost coal from the United 
States. These imports have not met the coal deficit and it is unlikely that 
Europe will produce enough coal in 1948 to meet its requirements. 

Coal is also the most urgent industrial requirement of India, particularly 
with regard to its steel industry. Indian coal production averaged 25 million 
tons per year in 1938/39, rose to 29.5 million tons during the war, but by 
1947 had declined by approximately one million tons, mainly because of the 
difficulty of replacing outworn equipment. 

In China the best pre-war output of coal was 41 million tons per year 
against 18.4 million tons in 1946 and an annual rate of only 15 million tons 
in the first half of 1947." 

Steel [next to food and coal] is probably the main bottleneck to recovery 
of industry in most European countries. The effects of the shortage of steel 


4 Economic Report, op. cit., pp. 21-22. 
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are felt in most sectors of industry, in transport, and in agriculture, particu- 
larly tractors and agricultural implements.® 

.... Before the war, Europe produced about forty per cent of the world 
total. Its output in 1937 was about 56 million tons (excluding the USSR 
which then produced 18 million tons). The 1947 production in Europe 
(excluding the USSR) is estimated at slightly over 35 million tons, or sixty- 
three per cent of the pre-war volume. Before the war, Europe exported 
considerable quantities of steel and steel products. Apart from Germany, 
Europe consumed about 32 million tons in 1937 and its present output has 
almost reached its pre-war consumption. The reconstruction requirements 
are, however, very high and the planned increase in the 1948 steel output, 
even if realized, would not meet the needs. .. . 

Shortages of equipment and machinery are practically universal and most 
seriously affect the devastated areas and the under-developed countries of 
the world. To cite only a few examples of shortages of equipment which 
determine to a large extent the rate of industrial recovery or development: 
lack of mine equipment impedes expansion of coal production and of steel; 
lack of equipment impedes further expansion in the generation of electric 
power; and lack of sawmills and logging equipment hampers lumber pro- 
duction. 

In the poorly equipped countries of Latin America and Asia, it was 
inescapable that the production demand associated with the war should 
increase the wear and tear on plant and equipment, while largely precluding 
regular maintenance, replacement or repair work. Initially inadequate in- 
dustrial equipment was called upon to produce far beyond its rated capac- 
ity, with the result that there is now an exceptional demand for replacement.® 

Labour shortages now exist in various parts of the world. . . ” Today, 
more than ever before, the solution of the man-power problems confronting 
the nations of the world is recognized as an urgent issue of national and 
international social policy. Full employment has been realized over large 
parts of the world. The immediate transition to peace has been accomplished 
without the large-scale unemployment which many had feared. Neverthe- 
less, serious man-power bottle-necks now exist in widely scattered countries 
in differing stages of industrial and agricultural development. All countries 
lack a sufficient number of many kinds of skilled workers; some countries 
have an over-all shortage of labour; in other countries, man-power is being 
wasted through unemployment or under-employment. These problems con- 
stitute an obstacle to the advance to an expanding world economy with 
rising living standards, which must provide the framework for realizing the 
social objectives of the people of each country® 





5 Ibid., p. 137. 
6 Ibid, p. 22. 
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Transport and communication facilities of all types in Europe 
and Asia suffered extensive damage. 


The European countries lost about thirty per cent of their merchant 
marine tonnage. The greater part of the motor vehicles in use before the 
war were destroyed or disabled. More than fifteen per cent of the railway 
rolling-stock was fully destroyed, forty per cent was damaged, and six 
hundred thousand wagons were displaced. Thousands of miles of railway 
lines, a great many railway and highway bridges (well over half of the pre- 
war number in certain countries), large and small stations, locomotive sheds, 
construction facilities, repair shops and other buildings, and harbour instal- 
lations, as well, were either destroyed or incapacitated. Spare parts and 
materials were also either seized and removed, or destroyed.” 

Significant, although less devastating, injury was caused to the transport 
facilities of the countries of the Far East. In China proper, exclusive of the 
north-eastern provinces and Taiwan, seventeen per cent of the railways 
were either destroyed or dismantled, and ten per cent of the rails and 
twenty-five per cent of the passenger coaches needed replacement. 

More than eighty per cent of the Chinese merchant marine, a large 
proportion of the junks and fishing boats, over half of the motor vehicles, 
and about seventy per cent of the highways were seriously damaged, in part 
completely destroyed, by military action. 

Malaya’s railway system suffered intensely from air raids and from con- 
fiscation by the Japanese of one-fourth of the total length of rail, of many 
bridges, of one-third of the pre-war stock of locomotives, and of other 
rolling-stock. This confiscated material was transferred to Siam, whose 
transport system sustained some losses. In Burma most of the internal 
waterways were put out of commission. 

The transport system of Indonesia suffered significant losses during the 
war and has been further damaged in the recent fighting between Indonesian 
and Netherlands forces. 

The transport system of the Philippines was also ruined, but the inter- 
island shipping fleet was rehabilitated during the course of military opera- 
tions by the United States Army and Navy.’® 

The world food situation is as critical this year as at any time since the 
end of the Second World War, but crisis is an inadequate term to describe 
the current food situation. Food shortages have become a chronic feature 
of the post-war world; there are long-term elements which will prevent a 
rapid elimination of major shortages. 

The steady increase in the world’s population, amounting to over 175 
million persons over the past decade, in itself would involve a reduction in 





9 Economic Report, op. cit., p. 217. For details see International Concili- 
ation, December 1947, pp. 795-797- é 
10 Ibid., p. 218. 
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food consumption per person unless agricultural production increased at a 
similar rate, that is to say, by almost one per cent per year.’ 

The most immediate short-term problem is to produce the maximum 
amount of food available for human consumption by the summer of 1948. 
The second, or intermediate, phase, which may cover four or five years, is 
to expand food production wherever possible and to make sure that the 
necessary supplies of fertilizers, farm machinery and other equipment are 
available. The third phase is that of long-term agricultural development and 
improvement in nutritional levels, particularly in the less developed areas 
of the world. The problems are inter-related and cannot be dealt with 
successively; action on all three needs to be initiated now.!? 

Among the chief obstacles to the expansion of food production are short- 
ages of fertilizers, machinery, other farm equipment and draught-power. 
Farm labour shortage has been experienced in Europe and, to some extent, 
in North America, and the deterioration and depletion of draught-power 
and machinery in the devastated areas of the world have added to the rela- 
tive shortage of labour by requiring more hand labour than before the war 
to produce the same quantity of food. The world shortages of nitrogenous 
fertilizers are acute. 

. . . . Doubtless world food production could be increased through a 
changed allocation and at the same time shipping space could be saved, 
since one ton of nitrogen fertilizer could replace about three tons of grain in 
the shipments to deficit areas.'* 


Draught animals, seeds and pesticides are almost as important 
for farm production as agricultural implements. Destruction of 
animal and draught power in war-devastated countries was so 
great that the 23,000 tractors and 260,000 draught animals pro- 
vided by UNRRA is estimated to have replaced less than 5 per 
cent of the loss. 


.... Thesharp decline in the production of insecticides and allied products 
in the devastated areas and the reduction in the capacity of the chemical 
industries in Germany, Italy and Japan created a considerable deficit in 
world supplies of these commodities. Part of this deficit has been made up 
by shifting production to other countries, for example, production of 
pyrethrum has been shifted from Japan to Brazil, the Belgian Congo, and 
Kenya. In 1946, however, consumption requirements exceeded supplies, 
which in the case of most pesticides had hardly reached pre-war levels.'® 


11 [bid, p. 191. 
12 Tbid., p. 273. 
13 Ibid, pp. 23-24. 
14 Tbid., p. 200. 
15 Ibid, p. 201. 





POST LIS 


POSES. RA ge 


eee Te 


See oe 


iS aaa 


pono 


ls <a aceon inane HP 


7 


162 


TABLE 19—NATIONAL PER Capita INCOME, 1938 


U.S. Dollars U.S. Dollars 
United States........ 510.6 Argemtiae . .c...... 156.2 
New Zealand......... 500.0 Czechoslovakia...... 137.3 
United Kingdom...... 481.2 I i waists ves 905 0 131.8 
Switzerland.......... 447.6 eR. wiki Hohe: 2d 126.1 
ET . Scle as cay s-s 430.2 SESE OLE: 112.1 
MN Sx Sai ua, 5.0'0 208 423.2 I aon «0's «0:4 109.7 
Ee eee 351.8 Ub beiscacancs 94.3 
ee 335-8 SINGS care nae Hird 78.9 
Netherlands.......... 321.8 Wes a5 5. cache 60.0 
Es in's + osteo a 258.6 Dominican Republic. 56.2 
ia 56%: <5 0 hee 257.1 MII Mads ctu 39-4 
PT Ss. «sn. wey kink ae 33-3 
Sen. cad diees 243-9 Philippines......... 31.2 
BE, BOS 8 6 d's 5a 168.9 Netherlands Indies.. 22.0 
SL. cba d's pe ck 164.7 See. 6 SF TR. 17.6 
south Africa......... 160.9 


Source: Statistical Office of the United Nations!6 


Shift in Productive and Financial Resources 


Lack of economic development is evidenced by low standards of living, 
caused by lack of efficient and full utilization of man-power, natural re- 
sources, energy and capital. Some countries have made more progress in 
such utilization than others. As a result, there is extreme disparity in the 
average level of living standards among the various countries of the world. 
A comparison of national income per head of population indicates the order 
of magnitude of the disparity, even though in detail the figures may suffer 
from incomplete evidence (especially in the under-developed countries), 
differences in definition or methods of computaion, and wide margins of 
error. Table 19 lists, in descending order of recorded national income per 
capita, those countries for which such data are readily available... . 
Figures for 1938 have been used because they are available for the largest 
number of countries, but the evidence at hand indicates that international 
disparities have been further intensified during and immediately after the 
war. 


To the general inequality between industrialized and under- 


16 Economic Report, op. cit., p. 243. 
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GEOGRAPHICAL DISTRIBUTION OF UNITED StaTES Export (+) 
or Import (—) BALANCES, 1938, 1946 AND 1947"" 








1938 
Semi-annual 1946 1946 1947 
average 1st half 2ndhalf rst half 
(Millions of U.S. dollars—‘‘Gen’l Trade’’) 


Europe +380 +1,839 +1,468 +2,444 
Latin America +3906 + «106 «+ «2906 + 938 
North America +104 + 197 + 350 + 542 
Asia —26 + 242 + 1904 + 460 
Africa +32 + 120 + 63 + 270 


Oceania (chiefly Aus- 
tralia and New Zealand) +39 — 16 — 51 + 38 


developed countries has been added another factor creating still 
further disparities. 


In the present world economic situation the fact looms large that the 
economic potential of the United States of America has enormously in- 
creased during the war, while that of many other important production 
centres has considerably diminished. This shift in the distribution of the 
world’s productive facilities is at the root of the present dollar shortage. 
The prominent position of the United States is also responsible for the ap- 
prehension with which the factors underlying the present level of United 
States production are being regarded; it is feared that some of these factors 
may prove impermanent and that any serious declines ef production, em- 
ployment, and income in the United States may have devastating defla- 
tionary effects on the economies of other parts of the world.”® 

....In 1938, United States exports already exceeded those of any other 
country and represented fourteen per cent of the value of all goods entering 
into world trade; during the first half of 1947, after having risen 2.5 times 
in quantum and five times in dollar value, they represented a third of world 
exports. United States imports, on the other hand, stood only a third above 
their quantum in 1938 which, incidentally, was abnormally low as a result 
of the heavy impact of the business recession of that year upon the United 
States.!® 

The official computation of the United States balance of payments... 


17 Ibid, Table 10, p. 16. 
18 Tbid., p. 3. 
19 Tbid, p. 13. 
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indicates a surplus on account of goods and services of $16,700 million 
between the middle of 1945 and the middle of 1947. ... 

The active global balances on current account have been less spectacular 
in other ‘surplus’ countries and have not shown the same tendency to in- 
crease rapidly as have those of the United States. In fact, those of Canada 
fell off rapidly from 1945 on; those of Sweden were replaced by a growing 
deficit; Argentina has been favoured by the fact that its export prices have 
risen far more than its import prices, but its surplus on current account, 
estimated at 1,271 million pesos in 1945 and 1,709 million pesos in 1946, 
must have fallen off considerably in 1947 with the rise in its imports from 
the United States. In several other Latin American countries the dollar 
balances held have also recently been reduced.” 


Breakdown of Multilateral Exchange 


Before the war, world trade was generally characterized by a 
triangular exchange; the countries of Latin America, for ex- 
ample, paid for their large imports from the United States by 
their export surplus to Europe; and the countries of the Far 
East paid for their imports from Europe with the income from 
their large exports of raw materials to the United States. In 
some countries, particularly in Europe, income from trade was 
materially increased by earnings from shipping, insurance and 
other services, tourist expenditures and returns from large 
foreign investments. 

The industrial countries provided the credit necessary to keep 
the circle of trade flowing and much of the capital for the de- 
velopment of resources and industries in undeveloped areas. 
Intra-European trade formed the base of the European economy. 
And the European economy had become the center of existing 
international exchange of goods and services. 

The war virtually destroyed this pattern. Production was not 
sufficient to sustain trade. Exchange of goods has been main- 
tained only by means of a network of bilateral barter agree- 
ments which have virtually eliminated currency as the means of 
payment and thereby removed the flexibility so necessary for 





20 Economic Report, op. cit., pp. 16, 18. The recorded export surplus 
of Argentina from January to October 1946 amounted to 1,206 million 
pesos. During the corresponding period of 1947, there was an import 
surplus of 6 million pesos. 
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multilateral exchange. Currencies became ‘‘non-convertible.” 
Previous earnings from services and investments were drastically 
reduced, necessitating an enormous expansion in exports to pay 
for basic imports, which had to come primarily from dollar areas. 
Exports could not be increased without great increase in pro- 
duction. This called for greatly expanded imports first of food 
to keep people alive, then fuel, raw materials, steel, machinery 
and equipment to restore industry, agriculture, and transport. 
And without sufficient production and exports, the means of 
payment for these imports was lacking. 


Planning 


The complexity and interrelationship of modern economic 
problems have led many governments to believe that economic 
freedom can be achieved only through some form of controls— 
through national planning on the one hand, and coordinated 
international action on the other. 


In some countries, public ownership and government operation embrace 
very large sectors of the national economy, but government recognition of 
the need for developing private initiative is the more common practice. 
This does not mean that governments abandon their rights to own and 
operate, and especially to control, certain basic or key sectors of economic 
life. Credit institutions, specially designed to provide finance on easy terms 
for agricultural, mining or industrial development have been proposed, 
established or expanded. Various forms of direct government participation 
in combination with private interests have been extended. At the inter- 
national level, loans and technical assistance were sought by a number of 
countries from various international organizations. 

The methods employed by governments in promoting development were 
traditional and included tariff protection, exemption from taxes and duties, 
grants, loans, guarantees, and technical assistance. The forms of govern- 
ment sponsorship may range from the creation or maintenance of favour- 
able conditions for production, through all shades of joint enterprise, to 
complete government monopolies in the production and sale of goods.”" 


In the under-developed countries, programs for national in- 
dustrialization and improvement of agricultural methods are 
more difficult of achievement and, in many cases, are being car- 
ried forward in piecemeal fashion. 


21 Tbid., p. 244. 
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Developmental planning has to overcome enormous obstacles, such as 
shortage of technically qualified personnel to carry out projected schemes, 
inadequacy of domestic savings and insufficient knowledge of resources, 
poor health conditions, deficiencies in education and inadequate transport." 


Concerted Action through International Machinery 


Important as national planning has become, it can easily 
serve the ends of economic autarchy and conflict unless it is 
integrated through concerted international action into a world 
framework. The objectives of such action are the orderly and 
most efficient development of available resources and their wid- 
est possible distribution. Recognition of the role of international 
action in an increasingly inter-dependent world has been con- 
siderably sharpened first, by the exigencies of war and later by 
the post-war dislocations and ccmmodity shortages. At the 
present time there is either in existence or projected international 
machinery covering the principal fields affecting economic ac- 
tivity—food, finance, transport, man power, trade, industrial 
coordination and development of under-industrialized areas. 

The Food and Agriculture Organization is concerned with prob- 
lems of agriculture, forestry, fisheries, and nutrition. It provides 
expert services to governments, carries on research, and, through 
its International Emergency Food Council, allocates scarce foods 
and fertilizers. 

. . . « The Council provided the means through which the position of 
supplies could be reviewed continuously, needs and availabilities could be 
related to each other, and procedure could be worked out for the orderly 
distribution of the world’s supplies of scarce commodities. Although some 
important producers of major food commodities have not participated in 
the work of the IEFC, the procedure, whereby there has been joint ex- 
amination of the situation and agreement as to distribution, has been an 
important factor in achieving efficient utilization of available supplies.” 

The International Bank for Reconstruction and Development was 
created to assist in providing part of the large investment needed 
for agricultural and industrial development. Up to the present 


22 Economic Report, op. cit., p. 244. 
23 Ibid., p. 272. 
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time the Bank has made loans to Denmark, France, Luxemburg 
and the Netherlands. While particular emphasis has so far been 
laid upon the relatively short term problems of European recon- 
- struction, primary emphasis in the near future will be placed 
upon the financing of development projects in the less industri- 
alized areas of the world. 

The International Monetary Fund operates principally in the 
field of international payments. 

.... The Fund agreement lays down standards of behavior to which mem- 
bers undertake to conform: the promotion of exchange stability, the main- 
tenance of orderly exchange arrangements and the avoidance of competitive 
exchange depreciation. The Fund is available as a center for international 
consultation in this field and is in a position to extend to its members, in 
accordance with the Agreement, financial assistance to help them overcome 
temporary dis-equilibria in their international payments without abandon- 
ing these standards of behavior and without being obliged to adopt policies 
detrimental to their own welfare or that of other nations. By this means 
the attainment of a high level of international trade and investment on a 
multilateral basis can be facilitated. 

.... In general terms these purposes are to obtain fuller and more effective 
utilization and development of productive resources to the end that all may 
enjoy rising standards of living.”® 

The International Labour Organisation, which was established 
in 1919, is concerned with the development of international 
minimum standards for the worker and his environment. This 
includes employment practices, vocational training, migration, 
organization of public work programs, labor relations and social 
security. 

The International Civil Aviation Organization is assisting in 
the orderly development of international air transport through 
the promotion of international conventions and agreements, 
standardized procedures, and technical assistance such as the 
establishment of ocean weather stations in the North Atlantic. 

A convention of an Inter-governmental Maritime Consultative 
Organization was recently approved in Geneva to: 


24 Ibid., p. 278. 
25 International Monetary Fund, Annual Report, p. 1. 
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provide machinery for cooperation among Governments in the field of 
Governmental regulation and practices relating to technical matters of all 
kinds affecting shipping engaged in international trade, and to encourage 
the general adoption of the highest practicable standards in matters con- 
cerning maritime safety and efficiency of navigation; 

encourage the removal of all forms of discriminatory action and unneces- 
sary restrictions by Governments affecting shipping engaged in international 
trade so as to promote the availability of shipping services to the commerce 
of the world without discrimination; .. . 

The development of principles governing the conduct of inter- 
national trade has been under consideration in Havana, and the 
Charter of an International Trade Organization has recently been 
approved. The new organization will have responsibility for pro- 
moting the development of multilateral commercial relation- 
ships between countries ‘‘to enable countries, by increasing 
opportunities for their trade and economic development on a 
mutually advantageous basis, to abstain from measures which 
would disrupt world commerce, reduce productive employment 
or retard economic progress.’’?” 

The International Telecommunications Union (1932) and the 
Universal Postal Union (1874) were both organized to facilitate 
communications across national borders. Other specialized 
agencies whose work is related to the economic field are: Unesco, 
whose activities in fundamental education are assisting in raising 
the standards of living in under-developed countries; the World 
Health Organization, which is concerned with the control of 
epidemic diseases and the promotion of optimum health thus 
laying the basis for economic development; and the International 
Refugee Organization, which is assisting in the orderly placement 
of refugee labor. 

In addition to these agencies, there are a number of commis- 
sions of the Economic and Social Council directly concerned 
with economic matters. These include the Economic and Employ- 
ment Commission and its two sub-commissions, the Fiscal Com- 
mission, Transport and Communications Commission, Statistical 
Commission and two regional commissions—the Economic Com- 


26 ESC /CONF 4/13, p. 21. : 
27 International Trade Organization Charter, Chapter I, Article 1. 
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mission for Europe and the Economic Commission for Asia and 
the Far East.”* 

Inland transport is one of the major concerns of the United 
Nations Economic Commission for Europe. Its Inland Transport 
Committee has performed a major task in taking a census of 
rolling stock, trucks and inland waterway shipping, and making 
restitution to the owner governments. It has worked out im- 
proved methods of routing and movement of transport equip- 
ment, and particularly for the maximum utilization of Conti- 
nental rail facilities and freight equipment. The Commission is 
also performing an important task in the allocation of scarce 
commodities such as coal, steel, timber, and fertilizers and in 
formulating programs for increased production. 

The first concerted attack on the problems of under-developed 
areas is being made by the Economic Commission for Asia and 
the Far East. A working party for industrial development is 
studying particularly the question of extractive industries, 
transport systems, and the availability of technical skill and 
capital equipment necessary for industrial development. Other 
priority targets are problems of technical training, flood control, 
and methods of augmenting both inter-Asian trade and trade 
between Asia and the rest of the world. 


Conclusion 

In the economic field, World War II did more than demon- 
strate the astounding speed with which modern man could 
transform resources into weapons and the destructive skill and 
efficiency with which he could use them. The profound economic 
dislocations caused by the war emphasized the fact that industrial 


areas could not continue to expand without greatly enlarged 


markets and that ways would have to be found to increase the 
income of agricultural and under-developed countries. It seems 
clear that if modern technology is to serve the peaceful aspira- 
tions of mankind, its benefits will have to be distributed on a 
far wider scale than heretofore envisaged. 


28 In addition, an Economic Commission for Latin America was created 
on February 25. 
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In carrying out a concerted world-wide attack on poverty and 
backwardness, foreign investments on an unprecedented scale 
will be required within the next few years. A major part of such 
capital will have to come from the United States, whose own 
rise to the position of the world’s principal supplier of goods and 
equipment was made possible by a steady stream of foreign 
investments during its formative years. 

The growing determination of the under-developed countries 
to acquire the skills and the tools needed to raise their standards 
of living, has resulted in a drive to achieve industrialization at 
all costs. Without substantial technical and financial assistance 
in the immediate future, there may result autarchic and wasteful 
economic programs. Thus the effort of under-developed countries 
to achieve full employment and internal stability may lead to 
the setting up of tariffs and other barriers to protect infant 
industries and the internal economy from external pressures. 
Persistent vigilance will be required, to assure that short-term 
emergency measures and the controls necessary to carry them 
out are consistent with long-term objectives of international 
cooperation for the multilateral exchange of goods and services. 
We have come a long way in developing the instruments for such 
a program. But we have a long way to go to invest those in- 
struments with operating force and thus repair the economic 
erosion that had been progressing ever since the First World 
War and has been so greatly extended by the terrible damage 
during World War II. 
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Cuapter II 


THE ROLE OF THE UNITED STATES 


The industrial and agricultural capacity and the national in- 
come and purchasing power of the United States are major fac- 
tors in the present world economic picture. While the countries of 
Europe were suffering enormous destruction of plant and equip- 
ment, and those in Latin America and other areas were experi- 
encing extensive deterioration for lack of replacement parts, the 
United States increased its over-all industrial capacity by 50 per 
cent. The capacity in some industries was doubled and industrial 
production actually increased over 80 per cent. Agricultural out- 
put was expanded by 36 per cent.”® Gross national production 
increased from a 1935-39 average of $84.5 billion to an estimated 
$236 billion in 1947.°° Income expenditures increased from an 
average of $66.6 billion (1935-39) to $169.6 billion during the 
first half of 1947." Average weekly earnings in manufacturing 
industries increased steadily from $23.86 in 1939 to $48.91 in 
June of 1947. Proprietors’ and rental income more than tripled 
from $14.1 billion to $46.9 billion; corporate profits increased 
almost five times (from $4.8 billion to $23.5 billion). The annual 
rate of business investment in fixed capital was 28 per cent 
higher during the first three quarters of 1947, than in 1946." 

The production of the durable goods industries in the third quarter of 
1947 was almost double that of pre-war production. This result was achieved 
despite the difficult problems of reconversion with which many of the in- 
dustries were faced. Even this large volume of production was, however, in- 
sufficient to satisfy the demand, and many items, particularly automobiles 


and refrigerators, were in short supply.* 
By 1944, agricultural production, both of crops and livestock, had risen 


29 Economic Report, ? ctt., Pp. 33. A‘ i 

80 Survey of Current Inflationary and Deflationary Tendencies, United 
Nations, Dept. of Economic Affairs, Series A—No. 2, Lake Success, N. Y., 
September 1947, p. 21. (Hereafter cited as Survey.) Also Midyear Economic 
Report of the President, Appendix B, Table I, p. 61. (Hereafter cited as 
Midyear Report.) ; 

31 This increase is partly attributable to increased prices. See Midyear 
Report, op. cit., Table V, p. 65. 

32 Survey, op. cit., p. 14. 

33 Economic Report, op. cit., p. 35- 
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INDEX oF INDUSTRIAL PRODUCTION IN THE UNITED STATES 
1939—third-quarter, 1947 (*) 
(1935-39= 100) 


Total Industrial Manufactures 
Production Durable Non-Durable Minerals 


1939 109 109 109 106 
1944 235 353 171 140 
1946 170 192 165 134 
1947 (third quarter) 181 211 168 148 


® Adjusted for seasonal variation. See Economic Report, Table 3, p. 34. 


in response to war-time needs by more than one-third above the pre-war 
level. This peak over-all level was maintained in 1947 but there was some 
shift from livestock production to crops. 

This increase in output was accomplished in the face of a decline of agri- 
cultural employment. There were only 8.3 million agricultural employees in 
1946, as against 9.5 million in 1939. Output was raised by extending, by 
almost ten per cent, the acreage of cultivated land, by almost doubling the 
consumption of fertilizer, by increasing the use of farm machinery [The 
number of tractors on the farms rose from 1.4 million in 1939 to 2.6 million 
in 1946. The total number of motor trucks increased from 1 million to 1.5 
million.], by improving cultivation methods and selection of seed, and also 
by exceptionally good weather.** 


Output of basic industrial products in the United States is 
considerably higher than in the rest of the world. Using the year 
1939 as 100, production of certain basic commodities in the first 
nine months of 1947*° is shown in the table on the next page. 

Exports of United States goods and services increased steadily 
up to mid-1947 while the quantum of United States imports was 
below the 1937 level.**® The widening gap between our exports 
and imports created an export balance with all countries that 
far outdistanced their means of payment and had to be sustained 
largely by loans and grants.*” 


34 Economic Report, op. cit., p. 33. 
35 Ibid, p. 8. 

36 Ibid., p. 16. 

37 See Table, p. 163 
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United States Rest of World* 


Fuel and energy” 138 100 
Coal® 133 81 
Electricity 21 138 
Pig Iron and ferro-alloys 142 61 
Steel 147 65 
Copper 103 96 


® The selection of major commodities shown in this table was determined 
by the availability of production statistics on a world-wide basis. In all 
peepences the world figures exclude the USSR, data for which are not avail- 
able. 

> Coal, lignite, crude petroleum, and hydro-electricity. For the calcula- 
tions in this table, lignite, crude petroleum, and hydro-electricity were 
reduced to terms of coal by means of constant conversion factors. 

¢ Excluding China. 


The high level of net exports resulted from the urgent post-war needs of 
foreign countries for imports and their difficulties in expanding exports. 
Thus total exports of the United States merchandise (including Lend-Lease 
and UNRRA shipments), rose from 3.4 per cent of the gross national 
product in 1939, to 4.9 per cent in the second quarter of 1946. Imports, on 
the other hand, fell from 2.7 per cent of the gross national product in 1939, 
to 2.3 per cent in the second quarter of 1946. The large volume of net ex- 
ports was made possible through government aid, and thus depended 
ultimately on policies of the United States Government with regard to 
assistance to foreign countries. 

Since the end of the war, the United States Government has furnished aid 
to many foreign governments, totalling $13,400 million in various loans and 
grants from 1 July 1945 to 30 September 1947. Of the total, $7,900 million 
was in the form of cash and property credits, while $5,500 million was in the 
form of grants for which no repayment is to be made, or for which the ques- 
tion of repayment remains unsettled. During the first nine months of 1947, 
this aid amounted to $5,500 million, of which loan programmes provided 
$3,900 million, including $2,750 million of the British loan, and grant pro- 
grammes provided $1,600 million. 

At the end of September 1947, the amount available under foreign 
programmes of the United States, but not yet disbursed, amounted to 
$3,200 million, including $400 million on the British loan. If this unexpended 
balance is added to the post-war aid already utilized, the total foreign aid 
extended by the United States amounted to $16,600 million on 1 October 


1947. 
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In December 1947, the United States adopted an additional foreign aid 
programme of $540 million.** 

The United States has thus become the central factor in sus- 
taining the world economy and is in the most favorable position, 
because of war-expanded industrial and agricultural capacity, 
greatly increased profits, income and purchasing power, to supply 
investment funds, and capital goods, and to provide a market 
for the exports of the world. However, there are possible weak- 
nesses in this very strength which might have serious conse- 
quences not only in the United States but throughout the world 
unless careful and deliberate adjustments are made. 


The unprecedented prosperity of our Nation must not be a cause for idle 
self-congratulation. We must remember that full employment at a high 
price level is being sustained at present by the reconversion demands of 
business and the backlog demands of consumers, by extensive use of savings 
and credit, and by an extraordinary excess of exports over imports. These 
are temporary props to our economic system. As they weaken, we shall need 
to make many basic readjustments to complete the transition to a perma- 
nently stable and maximum level peacetime economy.*” 


Prices in the United States represent a principal danger to 
world recovery, not only because they expand and intensify 
the inflationary pressures of which they are an expression, but 
perhaps as much because they warn of the potential extent and 
violence of eventual deflationary adjustments. 


The changes in prices following decontrol, . . . are shown in the table 
below. All prices increased very rapidly, with wholesale prices rising more 
steeply than retail prices. From the second quarter of 1946 to the second 
quarter of 1947, wholesale prices of manufactured products rose 33.4 per 
cent and of raw materials 28.7 per cent. 

The major increase was registered in food (31.7 per cent) and, especially, 
in meat (55.8 per cent), where the supplies were inelastic. 

Part of the increase in food prices was caused by the removal of subsidies 
paid by the Government, but by far the most important reason was the 
increase in domestic demand, resulting from the elimination of rationing, 
and the large foreign demand, resulting from world food shortages. The rise 
in food prices contributed to the demand for increased wage rates and these, 
in turn, contributed to the rise in prices of manufactured goods. In the 


38 Economic Report, op. cit., p. 37. 
89 Midyear Report, op. cit., p. 1. 
40 Economic Report, op. cit., p. 43. 
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INDEX OF CONSUMERS’ PRICES IN THE UNITED STATES 
(1935-39 = 100) 


Second Second 
quarter 1946 quarter 1947 


ee CNB. Ask Scheels 132.0 156.4 
NNN 5 50's 05 ben Maan a 155.8 185.2 
RRA ys” ees 143.3 188.7 
Fuel, electricity and ice....... 110.4 117.9 
House furnishings............ 153-9 182.3 
I Gish a5 G50 bos'y Scan 4 ke as 108.5 109.2 
Miscellaneous*.............. 127.3 139.1 


Source: United States Department of Labor. 
* Includes cost of transportation, medical and personal care, recreation 
and household operations. 


process, wage rates fell behind prices, reversing a trend which prevailed in 
the initial period from V-J Day until decontrol. Average hourly earnings in 
manufacturing increased 12 per cent during this period, compared with a 
rise of 33 per cent in the wholesale prices of manufactured products and 18 
per cent in consumer prices. ... 

Prices continued to rise to the end of 1947. According to the latest data 
available in December 1947, the index of consumer prices rose 3.4 per cent 
from July 1947 to October 1947. This upward pressure on prices is likely to 
continue in 1948, especially in the food sector, if full employment is main- 
tained.** 

There is a widespread belief that if a recession should occur, it would be 
of a mild ‘corrective’ nature. A recession may, however, have a seriously 
depressing effect on business investment in fixed capital, which in 1948 
will be much less conditioned by urgent needs of post-war readjustment. 
Although the unsaturated demand for automobiles and houses will have a 
mitigating influence, large portions even of that demand may cease to be 
effective once the recession sets in. In that case, a serious depression instead 
of a mild recession may well be the result.” 


Because the United States has become a controlling factor in 
the economic stability of most of the world, there is a growing 
concern on the part of some nations that a depression in the 
United States, followed by large-scale unemployment, would 


41 Ibid., pp. 43-44. 
42 Survey, op. cit., p. I. 
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defeat the efforts of other countries to maintain their own 
standards. Consequently, while they have been seeking ways of 
entering into agreements for freeing trade from its many restric- 
tions, at the same time they have striven to maintain protective 
controls against expected fluctuations in the United States 
economy. 

The policies of the United States, therefore, may largely de- 
termine whether the increasingly rigid barriers to trade are 
gradually relaxed; whether bilateral barter is replaced by multi- 
lateral trading; whether normal credit arrangements between 
countries are resumed; whether convertibility of currencies 
necessary to make this possible is restored. 











CuapTer III 


COUNTRIES OF THE BRITISH COMMONWEALTH 
The United Kingdom, Canada, Australia, New Zealand, 
Union of South Africa 


The United Kingdom 


The United Kingdom is second only to the United States as a 
key factor in the world economic situation. It is the major mari- 
time and industrial nation of Europe as well as the economic 
capital of the sterling area which includes some 540 million 
people.“® The fortunes of the sterling area are inextricably linked 
to the United Kingdom by credits, loans, trade patterns and 
general inter-dependency for raw materials, finished products, 
and services. On the other hand, the recovery and solvency of the 
United Kingdom are dependent in a large measure on the 
policies which the United States follows in administering Euro- 
pean aid and in admitting imports. 

Before the war 42 per cent of United Kingdom exports went 
to the sterling area and 31.5 per cent of imports came from there. 
The United Kingdom exported principally manufactured goods 
and imported food and raw materials essential to feed the pop- 
ulation and maintain a high level of production. Exports which 
accounted for 63 per cent of pre-war foreign receipts included 
coal, iron and steel, chemicals, machinery, electrical goods, 
vehicles, woolens, cotton, food and beverages.“ Upwards of 
£4,000 million were invested overseas and the income from 
these investments accounted for nearly a quarter of the total 
receipts. At the outbreak of war the British Empire had 30 per 
cent of the world’s shipping tonnage*°—nearly double that of 
the United States“*—and approximately twelve per cent of in- 
come came from shipping services. 


43 The sterling area includes all of the British Commonwealth (with the 
exception of Canada) and Iceland, Iraq and the Faroe Islands. 

44 The European Recovery Program, Country Studies (Department of 
State), Chapter XVI, The United Kingdom, p. 21. (H ter cited as 
Country Studies.) 

45 21 million gross tons of which 83 per cent was under the English flag. 
Economic Report, op. cit., Table 58, p. 139. 

46 Ibid., p. 224. 
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The United Kingdom was the major European producer of 
hard coal, with an average annual production between 1935 and 
1938 of 233 million metric tons, of which it exported 41 million 
tons annually.*” It was “‘the only important exporter of steel in 
Europe,’“* with an annual production in 1937 of over 13 million 
metric tons.*® European production of equipment—particularly 
for coal mining, machinery, machine tools, tractors and other 
vehicles—was centered primarily in the United Kingdom and 
Germany.” 

However, the need to apply 70 to 75 per cent of its resources 
to the war effort—more than any other belligerent®'—under- 
mined the pattern of peace-time productions and transformed 
Britain from a creditor to a debtor nation, with members of the 
Commonwealth the principal creditors. By June 1945, the 
United Kingdom had sold £1,118 million of her overseas capital 
holdings. Gold and dollar reserves had shrunk from the equiva- 
lent of £864 million in 1938 to £453 million; and much of this 
reduced total was required to cover the needs of Empire coun- 
tries sharing in the “dollar pool.’’ Over and above the £760 million 
already owing in 1938, £2,795 million of additional sterling debts 
had been incurred. 

Exports were reduced to 41 per cent of the pre-war level.™ 
British Empire merchant marine tonnage was reduced to less 
than 23 per cent of world total, less than half of the tonnage of 
the United States.” Furthermore, the rapid liquidation of foreign 
holdings had reduced income from overseas investments to under 


£100 million.™ 


In the United Kingdom the adverse balance of payments in 1946, which 
amounted to $1,600 million, rose during the first half of 1947 to an annual 


47 Total European production was 530.6 million metric tons equivalent 
to over 50 per cent of the world output. Germany, the second largest pro- 
ducer, averaged 136 million metric tons. Economic Report, op. cit., pp. 205, 

208. 


48 Ibid., Pe 137. Europe accounted for 40 per cent of world output. 
49 Ibid., Table 62, p. 138. 


50 Ibid., see tables pp. 144 and 214; text PP, 143-144 and 213-214. 
51 Country Studies, op. cit., Chapter XV. 

52 Than ps Report, op. cit., p. 170. 

53 Ibid., p. 224. 

54 Purther reduced by the end of 1947 to £51 million. 


The United Kingdom, p. 3. 
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Unitep Kincpom 
BALANCE oF PAYMENTS ON CurRENT AccountT”™ 


(£ million at current prices) 
1938 1946 10947 


Total Payments for Imports (f.o.b.) 835 1,092 1,574 
Receipts for Exports and Re-exports 533 888 1,125 
Surplus (+) or Deficit (—) on 


Visible Trade —302 204 —449 
Invisible (net) +232 —176 —226 
Total Surplus (+) or Deficit (—) —jo —380 *—675 


® This is £325 million greater than had been estimated in the Economic 
Survey for 1947. See Economic Survey for 1948, op. cit., p. 57. 


rate of $2,800 million. However, the dollar deficit, which was under $1,400 
million in 1946, increased to an annual rate of $3,200 million in the first 
half of 1947. Of the $3,750 million United States credit made available in 
July 1946 and intended to last until 1949 or 1950, only $400 million was 
left in September 1947. Britain's dollar reserves in the fall of 1947 consisted 
of the remaining United States credit, $500 million remaining of the 
Canadian credit, and $2,400 million in gold and dollar reserves. The latter 
are reserves of the whole sterling area, and are considered by the British 
Government as none too adequate in view of the sterling balances of 
$14,500 million outstanding against the United Kingdom. During the first 
few months of 1947, the import surplus was considerably greater than in 
1946, but has since declined somewhat. 

When the Japanese war ended with unforeseen suddenness, and Lend- 
Lease was terminated, it was clear that much time would be necessary 
before our productive machine could be switched round not merely to re- 
gain the normal peace-time pattern, but to overtake simultaneously the 
enormous losses of the war. The United States and Canadian credits, to- 
gether with other temporary borrowings,” were the essential means to fill 
the gap between our overseas earnings and payments in the meanwhile. 
In the first eighteen months after the end of the war rapid progress was 
made in demobilisation, and in the recovery of production and exports. The 


55 Economic Survey for 1948. Presented by the Chancellor of the Ex- 
chequer to Parliament by Command of His Majesty, March 1948. Cmd. 
7344, His Majesty’s Stationery Office, London, p. 14. “Current prices” 
are prices at date indicated, not adjusted for subsequent increases. 

56 Economic Report, op. cit., p. 184. 

57 A total of $7,326 million. omic Report, op. cit., Table 56, p. 125. 
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total value of exports in 1946 greatly exceeded expectations; and by the 
fourth quarter of that year the volume of exports had not merely regained 
the pre-war level, but had reached 111 per cent of 1938. 

In 1947, however, new and formidable difficulties appeared. First, the 
failure of European crops in the summer of 1947 deepened the post-war 
world food shortage, and forced up world prices to unprecedented levels. 
This hit the United Kingdom, the world’s greatest food importing country, 
particularly hard; and by mid-1947 the average f.o.b. price of our imports 
was about 30 per cent. higher than at mid-1945. A given volume of exports 
bought less imports, and the purchasing power of the United States and 
Canadian credits went down. 

Secondly, the pressure of food shortage outside the American continent, 
and particularly in Europe, at a time when UNRRA had been brought to an 
end, intensified the world shortage of dollars, and the difficulty of husband- 
ing dollar reserves. 

Thirdly, the expansion of [United Kingdom] exports, largely owing to the 
upset caused by the fuel shortage in February, 1947, slowed down; and the 
volume of exports had only risen to 117 per cent. of 1938 by the fourth 
quarter of 1947, and 128 per cent. by January, 1948.8 


EXPORTS OF THE UNITED KINGDOM PRODUCE, 1947-48” 


(Volume in 1938 = 100) 





average year end™ 
1947 1948 est. 1948 est. 


(Percentages) 

Machinery 158 177 203 
Vehicles 185 227 272 
Electrical Goods and Apparatus 164 205 235 
Textiles and Clothing 72 99 131 
Chemicals 140 169 184 
Pottery, Glass, Abrasives 154 188 223 
Coal 3 26 39 
All other exports 104 II4 127 

Total (average) 108 130 150 


58 Economic Survey for 1948, op. cit., p. 5. 

59 Tbid., p. 9. 

60 Ibid., p. 8. In order to raise exports in 1948 thirty per cent above 
1938, the rate must be increased from an average of 108 per cent at the 
beginning of the year to an average of 150 per cent at its close. 
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The anticipated average increase in exports of only 30 per 
cent in 1948 requires explanation considering the great emphasis 
that has been given to the need for an increase of three fourths 
over 1938. The earlier export target has been found to be un- 
attainable for two principal reasons: 


There are signs that in some of our most important markets it is becoming 
increasingly difficult to sell some of our products. At the same time, as a 
result of the difficulties of many countries in finding dollars to meet their 
trade deficits with the United States, there is a widespread tendency to 
impose import restrictions on less-essential goods. These are often applied 
to our exports as well as those of the United States. This is particularly 
serious where the effect of the restrictions is to exclude us from a hard cur- 
rency market. 

The serious shortage of steel somewhat aggravated by our inability to 
acquire the steel imports that we had hoped, has made it necessary to revise 
our production plans for certain types of machinery and vehicles.® 


If this export program is to achieve its objective of increasing 
means of payment for imports, which must come largely from 
dollar areas, an increasing proportion of exports will have to be 
directed toward those areas. 

While the proportion forecast to go to the Western Hemisphere is lower 
than before the war, it is a lower proportion of a considerably larger total. 
Exports to the Western Hemisphere have in the past been mainly composed 
of a comparatively few commodities, and the assumed increase in these is as 
great as is at all likely. Any further increase must come from a considerable 
widening of the range of commodities. We may hope to increase materially 
our exports to Canada and the Argentine in this way. In the United States 
we are making great efforts to increase our exports, but any really large 
expansion would require a radical change in the importing habits of that 
country.” 


This drive for increased exports has been paralleled by a de- 
termined effort to decrease all imports not essential to produc- 
tion targets. The standard of living has been maintained at a 
strictly ‘‘austerity”’ level. During the first half of 1947 imports 
were limited to about 75 per cent of pre-war totals™ despite a 
population increase of about two million. The severest cuts were 


61 Ibid., pp. 7-8. 
62 Ibid., p. 10. 
63 Economic Report, op. cit., p. 181. 
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reflected in food imports which before the war represented al- 
most so per cent of all imports: ‘‘grain imports were at 64 per 
cent of 1938 volume; dairy products at 68 per cent; meat at 78 
per cent.’ In the early autumn of 1947 the rapid depletion of 
reserves forced the Government to introduce measures which 
provided for further reduction in food imports, elimination of 
other imports. 

Despite the scarcity of goods for domestic consumption due 
to emphasis on exports, ‘‘the successful application of rationing 
and price control . . . limited inflationary price movements and 
maintained the purchasing power of wages.””® 

The proposed raw material imports are in most cases the minimum re- 
quired to maintain a high level of employment in 1948. Softwood supplies 
have been cut to a point which severely affects the building programme; and 
steel imports are, as already stated, much below the desired level. Apart 
from these individual cases, the general level is insufficient to allow any 
large rise in production in many industries. Above all, these import pro- 
grammes inevitably make no allowance for the general increase in stocks of 
materials which is a prerequisite of a smooth and rising rate of production 
per head. Stocks of many raw materials are already at minimum levels, and 
they will remain so throughout 1948. 

The 1951 production targets of the United Kingdom call for 
over-all production levels 25 per cent above the pre-war average, 
though with considerably greater increases in certain industries 
and with some changes in the pattern of production.” “It is 
planned that industry will be more concentrated in the fields of 
chemicals, light metals, and other metals manufactures, par- 
ticularly in highly fabricated forms; less emphasis will be given 
to production of standard medium priced textiles. The two main 
effects of this shift will be to increase the use of fuel and power 
more than proportionately to the increase in output, and to 
decrease British industry’s need for imported raw materials.” 


In addition to its own domestic program, the United Kingdom 


64 Country Studies op. cit., Chapter XVI, the United Kingdom, p. 21. 
65 Economic Report, op. cit., p. 167. 

66 Economic Survey for 1948, op. cit., Pe II. 

67 Country Studies, op. cit., Chapter XVI, The United Kingdom, p. 35. 
68 Ibid., pp. 35-36. 
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is devoting all available funds to the development of its own 
non-self-governing territories which will be an important future 
source of raw materials. 

Under the Colonial Development and Welfare Act of 1945 which made 
available $480 million over a ten-year period, many oversea territories have 


drawn up ten-year development plans. They relate particularly to general 
social services, such as health and education, and to agriculture and trans- 


port.... 
The creation of two corporations in this field has recently been approved 


by Parliament. One is the Colonial Development Corporation, which has a 
wide range of activities and is permitted to borrow up to $400 million. The 
second is the Overseas Food Corporation, specifically designed to promote 
schemes for food production. Its borrowing power is set at $260 million. It 
is to take over and expand the ground-nut scheme in East and Central 
Africa. The Corporations are to supplement, but net to supplant, private 
enterprise.®® 


Canada 


The economy of Britain is tied by trade and indebtedness to 
the Dominions, although their pre-war dependence upon the 
mother country has now been reversed. Because of its financial, 
industrial, and agricultural resources, Canada is the most im- 
portant for the restoration of a balanced British economy. 

Canada has become a life-line for the United Kingdom supply- 
ing among other things, substantial quantities of wheat, bacon, 
beef, eggs, evaporated milk, poultry, fruit, beans and peas on 
yearly contracts for prices considerably below that of other 
suppliers.”° Continuance of these supplies will depend on the 
extent that convertibility of sterling can be restored by the 
United Kingdom dollar receipts, either through earnings, grants 
or loans. 

. . . Canada is at once the world’s largest exporter of wheat, newsprint 


and non-ferrous metals, and one of the world’s largest importers of coal, 
oil and steel products. It is in this distribution and peculiar character of 


69 Economic Report, op. cit., pp. 254-255. For further details on African 
development programs see Chapter VII. 


70 Canada's Position in World Economy, Institute of International 
Finance of New York University, Bulletin No. 154, March 1, 1948, pp. 20- 
21. (Hereafter cited as Canada’s Position.) 
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Canada’s resources, and in her lack of resources, that we find the explana- 
tion for many of Canada’s distinctive economic, and related public finance, 
problems.” 

Like many other countries, however, Canada cannot operate 
effectively without flexible multilateral exchange. Canada is de- 
pendent on the United States for a very large part of its imports, 
and must earn a steady stream of dollars not only to keep her 
industries operating but to pay interest on sizeable United States 
investments.” It relies on the United States, the sterling area, 
and Europe for markets for her output of which 20 per cent was 
exported before the war and about one third is being exported 
currently.” Canada’s trade deficit with the United States was 
balanced by its trade surplus with other countries, particularly 
the United Kingdom. While this gave her the maximum bene- 
fits of multilateral trade, it also made her peculiarly dependent 
upon stable economies in both areas. 

In 1939, for example, Canada exported $328 million to the 
United Kingdom as against $114 of imports. This surplus balance 
of $214 million more than adjusted the deficit of $116.5 with the 
United States in that year.“ In 1946 the deficit with the United 
States was $430 million and was increased by heavy equipment 
purchases in 1947 to the staggering figure of $941 million.” The 
fact that the surplus with the United Kingdom was estimated to 
be $800 million in 1947 was little help as pounds sterling were 
not freely convertible into dollars.” 


71 mere of -. ae Commission on Dominion-Provincial Relations, 
(1940, Book I, p. 

72 The United ie share of Canadian imports rose from two thirds 
immediately before the war, to over three fourths during 1947, accounti 
for 85 per cent of fuel imports, 72 per cent of imported raw materials an 
semi-manufactures and 60 per cent of imported consumers goods. 

73 Canada’s Position, op. cit., p. 12. Many industries export much more 
than one third of their output; newsprint, for example, 90 per cent. 
produces 5 times her consumption of wheat, and 20 times her consumption 
of non-ferrous metals. 

74 Canada 1947. The Official Handbook, Dominion Bureau of Statistics, 
Department of Trade and Commerce, Ottawa, Canada, Jan. I, 1947, 
pp. 155-158. gs ; 

75 Canada’s Position, op. cit., p. 30. 

76 Canada 1947, op. cit., pp. 155-158. See also Foreign Commerce Weekly, 
U. S. Department of Commerce, Vol. XXX, No. 1, Jan. 3, 1948, p. 10. 
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The number of the working force employed in industry 
doubled between 1939 and the end of the war, changing Canada 
from a country that was predominantly agricultural to one in 
which industry played the major role. The value of manufacture 
increased by 140 per cent during this period, while physical 
volume of output was doubled. In order to accomplish this a 
total of $1.2 billion was invested in new development with con- 
siderable concentration in steel, non-ferrous metals, and chemical 
plants.” In addition Canada added considerable diversification 
and balance to its industry by establishing substantial capacity 
to manufacture numerous products previously imported. During 
1947 industry reached record levels, surpassing even war-time 
peaks. 

With 10 per cent fewer workers the war agricultural output 
was also greatly expanded to meet Allied needs, particularly 
those of the United Kingdom. 

The aim of the Dominion Government, as defined in their 
“White Paper on Employment and Income with Special 
Reference to the Initial Period of Reconstruction” (April 1945), 
is to establish ‘‘a high and stable level of employment and in- 
come.’ This will depend, however, on sustaining a high level of 
exports. 

The drastic quotas and import restrictions which it was neces- 
sary to impose on November 17, 1947, are an effort to conserve 
the rapidly dwindling dollar reserves by encouraging increased 
imports from “‘soft’’ currency areas, particularly the United 
Kingdom. As this obviously will depend upon increased produc- 
tion and exports from these countries, “‘the success of this ob 
jective will probably be uncertain for a considerable time, since 
it depends on the success of the general European recovery pro- 
gram.””* A continuing high level of employment and income in 
Canada therefore will depend upon the outcome of reconstruc- 
tion efforts in Europe. 


77 A considerable portion of this investment came from the United States 
which accounts me 70 per cent of foreign investments in Canada. Canada’s 
Position, op. cit., p. 34. 

78 Foreign Commerce Weekly, op. cit., p. 11. 
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Australia and New Zealand 


Australia and New Zealand are outstanding examples of pre- 
dominantly agricultural nations which have greatly increased 
their industrial activity during the war and at the same time 
have been transformed from creditor to debtor nations. As their 
principal debtor is now the United Kingdom, their future eco- 
nomic stability is dependent to a large extent upon the resolution 
of Britian’s economic crisis and the success of the United King- 
dom in restoring convertibility to the pound sterling.” Both 
countries depend to an increasing extent upon the United States 
for essential imports, while selling much of their exports in other 
markets. 

The most important current problem affecting the foreign trade of the 
two countries has its roots in the deterioration of multilateral settlement, 
characterized by a traditional surplus to the United Kingdom and a tradi- 
tional deficit with the United States which had to be supplied in dollars, 
most of which were supplied through London. Thus both countries had to 
tighten their control of dollar expenditures when, in August 1947, the 
United Kingdom was forced to suspend automatic convertibility of starling 
into dollars.” 

In both countries the industrial growth has resulted in a 
marked shift in employment. In mid-1947, of the 3.2 million 
civilian workers in Australia (out of a total population of 7.5 
million) almost one third more were employed in factories than 
in 1939. With a total population of 1.8 million and a labor force 


Factory StTaTistics OF AUSTRALIA AND NEw ZEALAND 
SHOWING PER CENT INCREASE OVER 1938-39 IN 1945-46° 


Australia New Zealand 


Number of Factories 16 15 
Number of employees 32 25 
Value added 74 84 


2Economic Report, op. cit., Table 23, p. 60. 


79 In mid-1947 the international currency reserves of both countries were 
almost entirely in pounds sterling. Economic Report, op. cit., p. 65. 
80 Economic Report, op. cit., p. 65. 
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of 727,000, New Zealand showed 25 per cent more in factories in 
1947. 

Coal out-put rose one third, metals 120 per cent, chemicals, 
dyes, and paints 66 per cent over pre-war levels. However, the 
largest increase was in consumer goods which were unobtainable 
from normal foreign suppliers during the war years. 

Despite this emphasis upon industrialization, no substantial 
change in the character of their exports is anticipated, although 
a shift is beginning to be evident in the trade with the Far East. 
Both Australia and New Zealand have been—and still are— 
predominantly exporters of agricultural products and importers 
of machinery and capital goods. As producer of one third and 
exporter of 40 per cent of the world’s wool (50 per cent of fine 
wools) the Australian economy has been traditionally dependent 
upon the world’s wool consumers, the United States being the 
largest. In addition Australia accounted for 20 per cent of world 
wheat exports.* New Zealand was the world’s fourth largest 
producer and third largest exporter of wool, and the largest ex- 
porter of mutton, lamb, butter, and cheese. 

Dependence on the external market makes the two economies vulnerable. 
As exports are the ‘crucial sector’ of the economies, this vulnerability is 
sharpened because the forces which determine overseas demand and prices 
are largely beyond Australia’s and New Zealand's control.®” 

In order to try to reduce the economic shocks that this de- 
pendence inflicted periodically on their economies, both countries 
have used government regulation as well as subsidies and other 
measures to encourage both internal industrial expansion and 
diversification and redirection of external trade to absorb part 
of the former Japanese markets. 

A significant development in the foreign-trade picture was the increasing 
importance of trade between the two south-west Pacific countries and 
countries of Asia and the Far East. The most important source of imports 


in the area is now India and the most important customers are India and 
Malaya. . . . Significant also in this new development for Australian trade 


81 Economic Report, op. cit., p. 64. 

82 Acreage has been stantial from 13 million in 1938-39 to an estimated 
14.6 million i in 1947-48, resulting in an increase from 154.4 million bushels 
to 200 million. 
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is the substantial increase in exports of manufactured products, especially 
metal manufactures, machinery, drugs, and chemicals. New Zealand ex- 
ports to India increased more than twentyfold between 1938 and the end 
of 1946. Exports to other Asian countries also expended gueatiy end ienponts 
from this area, especially from India and Ceylon, increased. 


The Union of South Africa is rich in gold and industrial raw 
materials. As a result of considerable expansion of industrial 
output and exports during the war, and virtual elimination of 
external indebtedness, it is “‘most favorably situated with re- 
spect to ‘hard’ currencies of all the sterling countries... .”™ 
General exports were almost tripled from 34.1 million South 
African Pounds in 1939 to 95.7 million in 1946 (an increase of 
almost 20 per cent over 1945). 


. . whereas most other African territories increased their income through 
an increase in the demand for primary agricultural and mining products, 
the Union of South Africa was able to supply increased military and 
civilian demands for industrial products. Thus, while gold production de- 
clined somewhat during the war, secondary industries, particularly food 
processing, boot and shoe manufacturing, engineering trades and garment 
making, experienced a marked expansion.” 


Increased output for domestic consumption and expansion of 
investment in new plants served to expand imports from 91.3 
million South African Pounds in 1939 to 214.5 million in 1946. 


The Government-sponsored iron and steel industry increased its output 
considerably. Employment in manufacturing rose by forty-six per cent 
between 1938 and 1946. Both the production and export of coal have in- 
creased. Production of coal, which was 18 million tons a year before the 
war, is now about 25 million tons and, according to a recent statement of 
the Minister of Economic Development, may reach 31 million tons by 1949. 

General war-time expansion of industry, though considerable, was limited 
both by shortages of materials and of skilled labour. Even so, compared 
with many other countries, the Union of South Africa was able to maintain 
a fairly satisfactory volume of essential consumer goods throughout the 
war. Since at the time the amount of war expenditures financed from loan 
account was relatively small, the increases in the general price level were 
moderate despite an almost complete absence of rationing. 


a 


83 Economic Report, op. cit., pp. 65-66. 
84 Tbid., p. 116. 

85 Ibid., ' Fable 51, p. III. 

86 Ibid., p. 112. 
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Since the war, the re-adjustment of the economy from war-time to peace- 
time needs has been relatively easy. The main difficulties have arisen from 
shortages of commodities in world demand, especially wheat, maize, fats 
and oils, and equipment of all kinds. A high level of demand has been 
maintained, despite the decline of war expenditure, as a result of increased 
private investment and a considerable delayed demand for consumer 


. . . . It has been possible for importers of merchandise for bona fide 
purposes to obtain hard currency to such an extent that they have not been 
seriously 1estricted in their transactions. This is connected with the pro- 
visions of the gold sale agreement with the United Kingdom, lapsing at the 
end of 1947, under which the Union of South Africa has sold about £80 
million sterling a year of its output to the United Kingdom, leaving about 
£20 million out of current production for its own use. Part of South Africa’s 
deficit to the United States has been met from this sum, direct sales of gold 
having been made to the United States, and the remaining part by drawing 
on the sterling area pool.®* 

The United Kingdom has already received a substantial gold 
loan from the Union, and the Union has further agreed to under- 
write net trade deficits of the sterling area. 


Under the new agreement announced in October 1947, which remains to 
be ratified by the Union Parliament, the Union of South Africa will make a 
loan of 9,275,000 fine ounces of gold (taken from existing reserves), worth 
£80 million, to the United Kingdom. The loan will be repaid in gold after 
a minimum period of three years, or earlier in the form of sterling if the 
Union's gold reserves fall below £100 million. The Union of South Africa 
will continue to sell part of its annual gold output in order to meet its re- 
quirements of United States dollars or other currencies. The Union of South 
Africa also undertakes to provide gold to meet any drafts on sterling area 
reserves of dollars on South African account during the period of the loan 
and further, to meet, in gold, any net deficit incurred in transactions with 
all other members of the sterling area. The gold loan to the United Kingdom 
is a timely reinforcement of the reserves of the sterling area.®® 


Expansion of industrial facilities is being vigorously pushed 
with investment funds obtained largely within the Union but 
also from “‘a heavy investment of British and other capital.” 


Plans for economic development in the Union of South Africa, some of 


87 Economic Report, op. cit., pp. 112-113. 
88 Ibid., pp. 116-117. 

89 Ibid. 

90 Tbid., p. 122. 
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which are already being effected, cover a wide range of both government 
and private activities. The war-time trends towards greater industrializa- 
tion are being maintained and even accelerated. The expansion of steel 
production by the erection of new plant at Vanderbijl Park near Vereeneging 
is intended to increase steel output, eventually to one million tons per 
annum from the present capacity of about 450,000 tons, and to increase the 
variety of rolled steel products being produced in the Union. The develop- 
ment of the gold mining area in the Orange Free State has already begun 
with the sinking of a number of shafts. A large irrigation scheme for the 
Orange Free State has been planned by the Government at a total cost of 
£SA10,000,000 over a period of five years. The Union government has also 
approved schemes costing £SAr0,000,000 to combat soil erosion in the 
Native reserves.” 


91 Tbid., pp. 121-122. 
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CHAPTER IV 
CONDITIONS IN EUROPE 


Before the war the industrialized countries in western Europe 
were the center of international trade. They accounted for almost 
half of the world’s industrial production and they had the 
managerial experience and mass of skilled workers necessary to 
support such production. They exported primarily coal, steel, 
chemicals, machinery, and other manufactured goods. In return 
they imported substantial quantities of food and raw materials 
from eastern Europe, Latin America, Asia, and Africa. One 
fourth of the imports of western Europe were foodstuffs while 
almost 50 per cent of the imports of eastern Europe were manu- 
factured goods. The agricultural countries of Europe were almost 
entirely dependent upon the countries of western Europe (par- 
ticularly Germany and the United Kingdom) for their supplies 
and their markets. The industrial countries (excluding the 
United Kingdom), on the other hand, obtained 58 per cent of 
their imports (predominantly raw materials) from Europe, and 
disposed of 69 per cent of their exports there (1935). 

... The intensity of international economic interdependence in Europe is 
far greater than in any other part of the world. Per capita, the people of 
Europe are several times more dependent on international trade than the 
people of any other continent.” 

The post-war decline of European production and the conse- 
quent reduction of exports, the increased importance of the 
USSR in the trade of eastern European countries and the vastly 
greater role of the United States as a world supplier of goods 
and services, have, at least temporarily, altered the trade pattern 
of the Continent. 

The decline in the proportion of trade of western European countries 


with other continents reflects the loss by several of these countries of pre- 
war markets in Asia and Latin America. Thus, the share of Asia in the 


92 In 1938, for example, Germany took 59 per cent of the exports of 
Bulgaria, 28 per cent of Hungary’s exports, 24 per cent of Poland’s exports. 
See Economic Report, op. cit., Table 75, p. 176. 

93 The United States and Economic Collaboration among the Countries of 
Europe, H. Van B. Cleveland, U. S. Dept. of State, Publication 2680, 
European Series 20, January 5, 1947, p. I. 
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trade of the United Kingdom and the Netherlands is smaller than before 
the war. Likewise, Latin American countries occupy less than pre-war 
percentages in the trade of the United Kingdom and France. On the other 
hand, Asia and Latin America during the early part of 1947 absorbed a 
considerably higher proportion of the reduced Italian exports than before 
the war. 

The share of the USSR in the trade of most of the countries of eastern 
and south-eastern Europe before the war was less than one per cent. Since 
the war, there has been a substantial increase in trade between these 
countries and the USSR. Immediately after liberation, when these countries 
were still cut off from western Europe, the share of the USSR was very sub- 
stantial. There has been a progressive decline, however, during the post- 
liberation period in the share of the USSR, as the volume of trade of these 
countries expanded and as trade channels with the rest of Europe were re- 
stored. Thus exports of Czechoslovakia to the USSR in 1945 and 1946 were 
about thirteen per cent of its total, but declined in the first half of 1947 to 
five per cent; similarly, imports from the USSR, which, in 1945, represented 
one-third of the total, declined to about ten per cent in 1946 and to less 
than five per cent in the first half of 1947. Polish trade with the USSR, 
which during 1945 was ninety per cent of the total, excluding UNRRA 
imports, dropped in 1946 to less than one-half for exports, and less than 
three-fourths for imports, and further declined in the first five months of 
1947 to less than one-third for exports and less than one-half for imports. 
About one-third of Hungary's exports in 1946 was directed to the USSR, 
but only thirteen per cent in the first half of 1947. Twenty per cent of the 
trade of Finland in 1946 was with the USSR, as compared with three per 
cent in the pre-war period. 

The most important development in the trade of European countries, 
particularly of western Europe, with other countries, has been the high 
level and the increasing share of United States goods in the imports of 
these countries.” 

The dollar crisis facing Europe in 1948 originated in the devastation of 
industry and agriculture and the general dislocation of the European 
economy caused by the war. The import requirements of the reconstruction 
period can be met in significant part from only one source: the Western 
Hemisphere, and particularly from the United States. Bilateral trade within 
Europe does not produce dollars, and the amount of European trade which 
has earned dollars or currency freely convertible into dollars has been 
totally inadequate to finance the volume of imports required from the 
United States or other dollar areas. Imports from dollar areas have thus 
had to be financed in large part by dollar credits, relief assistance and ex- 
penditure of foreign exchange and gold reserves.”® 


%4 Economic Report, op. cit., pp. 177-178. 
%5 Tbid., p. 182. 
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Loans and grants which had been made available by the 
United States, Canada, the United Kingdom, Sweden, Switzer- 
land, Argentina, were almost completely expended during 1947, 
seriously threatening the financial stability of most countries in 
Europe. 


By the end of 1947, two and one-half years after the end of the war, 
normal economic conditions were far from re-established in European 
countries. It had become apparent that post-war economic reconstruction 
would require a longer period of time and be more difficult to achieve than 
the early progress of European recovery had led many to expect. Production 
and trade, which had recovered at a remarkable rate during 1946 from the 
low levels prevailing at the end of the war, continued their upward move- 
ment during the first half of 1947 but at a considerably slower tempo, even 
declining in several countries in the autumn of 1947. Agricultural produc- 
tion had received severe setbacks as a result of unfavourable weather condi- 
tions, in addition to the difficulties inherited from the war. A state of 
equilibrium had not yet been achieved in the economies of European coun- 
tries, which continued to be subject to inflationary pressures arising from 
continuing shortages in the face of huge reconstruction requirements. The 
standard of living of the population of Europe was still far below pre-war 
levels. 

Europe enters 1948 with serious obstacles to further recovery of industry, 
agriculture and trade. As recovery has progressed, the character of many of 
these obstacles has changed. However, the principal bottle-necks which 
hinder the further expansion of industrial production continue to be the 
shortages in such basic commodities as coal, steel and timber. In general, 
these shortages affect industrial production and a number of key industries, 
particularly engineering industries, which provide needed capital equipment 
and parts. Difficulties in industrial and agricultural production and in 
transport are interrelated; shortages of food hamper industrial production, 
and agricultural recovery is retarded in turn. The recovery of export trade 
is affected by the rates of industrial and agricultural production, which in 
turn are dependent on imports and external credits to finance them. The 
insufficiency of production as a whole, in relation to investment and to 
government expenditures which are not balanced by taxation, exercises a 
constant pressure on prices and, in the absence of effective rationing systems, 
induces inflation. Inflationary price movements threaten to destroy the 
progress already achieved. ... 

Reconstruction is being pursued under national economic plans which 
call, first, for restoring and, subsequently, for exceeding pre-war national 


96 Economic Report, op. cit., p. 123. 
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income, production and consumption levels. Radical changes in the balance 
between agricultural and industrial production are involved, particularly in 
the relatively less industrialized eastern European countries. In the indus- 
trial sector, emphasis is being placed upon the earliest restoration and sub- 
sequent expansion of basic industries, such as coal, steel and transport. For 
this purpose, large investment programmes are planned for increasing plant 
capacity in basic industries, such investment to be financed from antici- 
pated increases in national income. Man-power required for expanding 
industry is to be augmented from the agricultural population; in those 
countries which do not have surplus agricultural labour, by rationalization 
and mechanization of agricultural production. Targets for agricultural pro- 
duction are generally at pre-war, or somewhat above pre-war, levels, but 
are to be achieved with lesser man-power through increased productivity; 
provision is being made for increasing production of agricultural machinery 
and equipment for this purpose. . . . 

The economic structure of Europe as a whole would be modified to the 
extent that the realization of the national plans of predominantly agricul- 
tural countries results in a substantial degree of industrialization in these 
countries. Such plans must be viewed in the light of the drastic change in 
the economic relationships between Germany and other countries, par- 
ticularly Danubian and Balkan countries since the war.*” During the war, 
that part of European industry which worked for Germany received supplies 
within the centralized system of the German war economy. The collapse of 
Germany stopped the flow of these supplies, as well as the supply of equip- 
ment and parts and certain semi-manufactured goods, which Germany pro- 
vided to many European countries before the war.** . . . And finally, the 
lack of adequate dollar credits and world shortages of key commodities 
restrict the ability of European countries to obtain urgently needed imports 
for restoring domestic production.” 


Although economic pressures and needs are not confined to 
Europe, relief of the pressures in the countries of Europe is 
essential for the progressive readjustment of dislocations 
throughout the world. A productive and prosperous Europe is, 
in a sense, the first requirement in the process of reaching the 
longer-range objectives of improving agriculture, expanding in- 
dustry, developing industrial and agricultural techniques, and 
establishing greater purchasing power and higher living stand- 
ards throughout the world. 

97 Ibid., pp. 126-127. 


98 Ibid., p. 128. 
99 Jbid., p. 126. 
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France 

France is a major factor in the restoration of an economic 
system in which European political tensions can be peacefully 
resolved. 

France’s war damage has been estimated at $21 billion” 
1,200 out of a total of 2,900 thousand gross tons of merchant 
shipping were lost,’ and food supplies sank to about 60 per 
cent of pre-war,’ changing France from one of the best fed 
countries in the world to one of the worst. 

In the immediate post-war period, agriculture made a good 
initial recovery, but the unprecedentedly bad weather during 
the winter of 1946-47 and the drought in the summer of 1947, 
caused a serious recession. 


FRENCH PRODUCTION oF SELECTED Crops?™ 
(In Thousand Metric Tons) 


1947 as 





1930-39 per cent 

Average 1946 1947 Of Pre-war 
Wheat 8,050 6,759 3.275 40 
Rye 788 462 374 47 
Oats 45749 35770 2,770 58 
Barley 1,104 1,063 1,111 101 
Potatoes 16,932 12,542 12,540 74 
Sugar Beets 9,117 6,626 6,900 76 


Industrial recovery initially was even more rapid, and by 
mid-1947 had reached 100 per cent of pre-war levels, with the 
one major exception of steel which rose to only 73 per cent.’ 
However, obsolescent machinery, the accumulated effects of 
deferred maintenance, shortages of raw materials, and a rapidly 


100 Country Studies, op. _ — V, France, p. 17. 
101 Economic R atte op ae oe 
102 ——. Studi ae cit. hagtar V, France, p. 6. 


103 Ibid, p 
104 ens le the third largest steel producer in Europe in 1937 with 


an annual output of 7.9 million metric tons. Economic Report, op. cit., p. 138. 
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deteriorating dollar position forced a downward swing in pro- 
duction after mid-1947. 

Although the general index of industrial production for 
September 1947 was 97 per cent!” of the 1938 level, indexes 


for individual industries varied sharply in relation to 1938.’ 
Sept. Sept. 
1947 1947 
Gas 138 Metal working 100 
Building and public works 130 
Electricity 126 General index 97 
Glass 123 
Minerals extracting 117 Textiles 93 
Tobacco and matches 116 Solid fuels 92 
Rubber 113 Liquid fuels 84 
Chemical III Paper and cardboard 83 
Metallurgical 104 Printing 75 
Ceramic 104 Leather 73 
Building materials 104 Metal ores 58 
Fat and oils 54 


Source: Institut National de la Statistique et des Etudes écono- 
miques, Bulletin de la Statistique Générale de la France. 


Before the war 60 per cent of France’s imports was composed 
of industrial raw materials and fuel, chiefly coal, coke, petroleum 
products, and textile materials; one fourth was foodstuffs; only 
15 per cent was manufactured products. Since the end of the 
war, France’s need for railroad rolling stock, agricultural ma- 
chinery and industrial equipment, has increased imports of 
manufactured products up to 30 per cent. It is estimated that 
France had to import 14,020 thousand long tons of coal (includ- 
ing 1240 thousand to French territories) from the United States 
during 1947.'°" Because of the calamitous crop failure, importa- 


105 The general index in November was still at 97 per cent. Monthly 
Bulletin of Statistics, Vol. II, No. 2, February 1948, p. 25. 

106 Economic Report, op. cit., Table 61, p. 135. 

107 See Commodity Report, European Recovery Program, Chapter D, 
Coal, Table V, p. 12. 











198 


tion of foodstuffs also has been increased. Approximately 13 per 
cent of French imports before the war came from the United 
States. Today imports from the United States exceed 35 per 
cent, while only 5 per cent of France’s reduced exports earn 
United States dollars.’* (French territories, on the other hand 
absorbed 40 per cent of France’s exports in 1947 as against 27 
per cent in 1938.)'®* So France’s exports not only are below the 
pre-war level (at a time when they should be twice as high) but 
they are not directed to the area where they can earn the cur- 
rency most needed for reconstruction—dollars. 

Before the war 75 per cent of the imports of France (and its 
territories) with non-franc areas was paid for by exports, the 
remainder by interest and dividends, amounting to $223 million 
(reduced by 1947 to $50 million), tourist trade of $103 million 
reduced in 1947 to $40 million), freight and insurance of $60 
million (reduced to $40 million in 1947). This income from 
services probably will be permanently reduced and in some 
categories France may have a large net deficit: in shipping 
charges, for example, not only did France lose one-third of its 
tonnage during the war, but its needs are greatly increased and 
much of the bulkiest imports—coal and grain—will have to be 
obtained from distant sources for the next few years. 

In 1947, France’s exports, valued at $1,190 million, paid for 
61 per cent of her imports, but whereas a relatively small part 
of her net deficit was in dollars before the war, 75 per cent was 
in dollars in 1947. 

The inability to finance necessary imports coupled with 
lowered domestic production resulted in mounting prices and 
strong inflationary pressures. 


[In France] the price level at the end of the war was only 3.7 times the 
pre-war level. but has increased rapidly since then. At the end of 1946, it 


108 Country Studies, op. cit., Chapter V, France, pp. 24 ff. 

_109 France is caught in the dilemma of either neglecting her colonies (by 
Comes a larger proportion of her exports to dollar areas) and thereby 
risking losing them, or meeting their needs (as she has been doing) and 
thereby seriously undermining her trade position. 











Frencu Current Account, 1947"? 
(Millions of U. S. Dollar Equivalents) 


























Debits Imports Other Total 
Sterling area 430 120 550 
Dollar area 1385 328 1713 
Other countries 700 195 895 

2515 643 3158 

Credits Exports Other Total 
Sterling area 200 112 312 
Dollar area 315 148 463 
Other countries 675 5° 725 

1190 310 1500 

Total Deficits’ 

Sterling area 238 
Dollar area 1250 
Other countries 170 

1658 


was 8.5 times the pre-war level and by the summer of 1947, about nine 
times the pre-war level.?!? 


By the autumn of 1947 it became evident that an exchangerate 
of 119.107 francs to the dollar (480 to the Pound Sterling) could 


110 The Foreign Exchange Position of the Devastated Countries, D - 
ment of Economic Affairs, United Naticns, Lake Success, New York, Feb- 
ruary 1948, p. 51. (Hereafter cited as Foreign E e Position.) 

111 The deficit in 1946 was met from credits, chiefly 
States, and to the extent of forty per cent, from gold holdi 
of France. ‘‘Post-war credits extended to France by the United States, 
since the end of the war, totalling about $2,000 million were exhausted by 
the latter part of 1947, except for $200 million; only $70 million remained 
out of the $242 million Canadian credit, and a credit received from the 
United am had been completely exhausted.” Economic Report, op. 
cit., pp. 181-184. 

iid omic Report, op. cit., p. 164. 
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not be continued without endangering the whole French econ- 
omy. Although the principal reason for reduced exports was a 
decline in production, the over-valuation of the franc, par- 
ticularly in terms of dollars, discouraged exports which might 
have come to the United States market. On January 18, 1948, 
therefore, the new government under Premier Robert Schuman, 
reduced the par value of the franc by 44.444 per cent with the 
result that the official dollar parity became 214.392 francs and 
the corresponding official sterling rate, 864 francs. This was 
followed by the establishment of a free exchange for gold, 
United States dollars, and Portuguese escudos. 

In addition to the devaluation of the franc and the creation 
of a free market, an extensive program of internal fiscal reform 
has been developed to modernize the tax system, restrict bank 
credit, and limit government expenditure and financing. 

However, the fulfillment of consumer demands within a 
balanced economy will require not only fiscal reforms but greatly 
increased production. In 1947 the Monnet Plan was adopted by 
the government after prior consultation over a period of two 
years with management, labor, farmer, and consumer groups. 
This plan provides for a substantial increase in capital invest- 
ment in key sectors of the economy—coal, power, steel, inland 
transportation, cement, agricultural machinery and represents the 
first effort at a broad national balance sheet and general chart for the 
future which originated in post-war Europe.!! 

Although production targets, as submitted by France to the 
Committee of European Economic Cooperation, are somewhat 
less ambitious than those blueprinted by the Monnet Plan, they 
will require investment of almost one fifth of the national income 
in capital expansion. Anticipated production of selected com- 
modities (in thousand metric tons)*"* is shown on the next page. 

In addition to production targets for metropolitan France, an 
elaborate development program including improvements in 
roads, railways, forts, waterways, communications, electricity, 


113 Country Studies, op. cit., Chapter V, France, p. 40. 
114 Jbid, Table F, p. 44. 
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1934-38 

Average 1948 1951 
Bread grains 8,851 3783 8,750 
Course grains 6,435 5,228 6,480 
Meat 2,055 1,699 2,045 
Fats and Oils 336 180 4t0 
Sugar 850 810 850 
Nitrogenous Fertilizer 150 190 350° 
Coal 47,562 51,000 62,500 
Crude Steel 6,221 10,400 12,690 
Finished Steel 4,115 7,500 8,960 


agriculture, health, and education, has been approved for the 
French overseas possessions. 


A Ten-Year Plan has been prepared for Morocco. Its targets include 
coal production—400,000 tons in 1951—electrification of the railway 
system, and hydraulic plants calling for the expenditure of 3,000 million 
francs over three years. The corresponding plan for Tunisia includes two 
hydraulic projects with an annual capacity of 150 million killowatt hours 
and the irrigation of 173,500 acres; it is administered by a special Bureau 
du Plan. 

The requirements of French North Africa for reconstruction and eco- 
nomic and social development over the five-year period commencing in 
1946 were provisionally estimated in the Plan de modernisation et d’ équipe- 
ment at 244,000 million metropolitan francs (value as of the second quarter 
of 1946). 

Expenditure under the programme for 1947 for French West Africa is 
estimated at 4,400 million metropolitan francs. . . .27 


The Low Countries 


The Netherlands and Belgium together with Luxemburg™® 
have much in common in terms of highly developed industries 
and technical and managerial skills, specialized and intensive 


115 Economic Report, op. cit., p. 253. 

116 Ibid, p. 121. 

117 [bid., p. 253. 

118 Belgium and Luxembourg have had a closely integrated Customs 
Union since 1922. They will be treated here as a single unit. 
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agriculture, and the large proportion of their people engaged in 
commerce. 

Because of its [the Netherlands’] situation at the mouth of the Rhine, 
the central artery of a wide-flung network of waterways serving a large 
part of western and west-central Europe, this country normally holds a 
key position in the two-way flow of goods into and out of that region and 
adjacent central and east European areas. The disruption of this flow 
consequent on the dissection of Germany into separate occupation zones, 
the great decline in German production, heavy damage to the ports of 
Rotterdam and Amsterdam, as well as loss of forty per cent of the Nether- 
lands railway network, has brought about the paralysis of the Netherlands 
Rhine fleet, with resultant repercussions on the country’s economy.!!” 


The per capita consumption of food of these countries was 
among the highest in Europe before the war, and they had come 
close to restoring pre-war levels by 1947. Both Belgium and the 
Netherlands had developed large processing industries as a re- 
sult of the trade in agricultural products with rich colonial 
areas. Belgium’s industrial output was supported by a substan- 
tial volume of mineral imports from the Congo.’ Trade with 
the countries of Europe, including Germany, and with overseas 
regions was essential to the economy of these countries, and the 
per capita trade of the two areas was the highest in Europe 
before the war. 

Their production and trade were to a large extent comple- 
mentary, Belgium being predominantly industrial, the Nether- 
lands predominantly agricultural. 

Belgium normally produces exportable surpluses of iron and steel, non- 
ferrous metals, fertilizers, flax and tow, cotton, wool, and linen textiles, 
leather, and cut diamonds; but is dependent upon imports for many of 
the raw materials required by these industries, including iron and non- 
ferrous ores, cotton and wool fiber, raw hides, and uncut diamonds. Belgium 
also imports a substantial part of its food supply particularly grains. The 
sizeable engineering industries of Belgium provide exportable surpluses of 
machinery and electrical products, but these exports are normally balanced 
in value by imports of other specialized types of such equipment.!”! 


119 Economic Report, op. cit., 223-224. 
120 Exports from the Belgian ‘Conan to Belgium increased from a pre-war 


monthly average (193 © 38) of 27, Eon metric tons, to 41,045 during the first 
seven months of 1947. 
121 Country Studies, op. cit., Chapter Cer TIL. 


onomic °F. cit., p. 119. 
elgium and Luxembourg, p. ro. 
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Before the war Belgium’s exports paid for about 90 per cent 
of its imports, the balance being made up by shipping and 
transshipment charges. The Netherlands, on the other hand, had 
a large trade deficit (averaging $741 million during 1935-38) 
which was paid for out of large shipping earnings ($398 million), 
interest and dividends ($377 million), and income from other 
services ($74 million).!* 

Before the war one third of the agricultural output of produce, 
livestock and dairy products of the Netherlands was exported, 
comprising 22 per cent of total exports in 1938.* As the 
Netherlands was also an important processor and exporter of 
cocoa, sugar, rayon, cotton, wool, and tobacco, a large part of 
its imports (34 per cent) also were agricultural and food products. 
Metals, machinery and ships comprised 26 per cent. Before the 
war Germany supplied one fifth of Netherlands imports, 
Belgium and the United States each supplied 11 per cent; the 
United States at present supplies one fourth of the imports of 
the Netherlands, and 23.4 per cent of Belgium’s imports.”® 

‘ Both countries have greatly increased their normal pre-war 
import balances, and because of their dependence upon imports 
from the United States, they both are faced with a severe dollar 
shortage. In 1947 Belgium had an excess of imports over ex- 
ports of $374 million of which $338 million represented the 
deficit with the United States as compared with $16 million in 
the pre-war period.”* Belgium’s foreign exchange position has 
been further weakened by the fact that its export balance of the 
equivalent of 12,000 million francs with the Marshall Plan 
countries is in non-convertible European currencies at a time 
when she has greatest need for dollars. 


122 During 1936-38 the excess of imports over exports averaged $64 
million. Country Studies, op. cit., Chapter III, Belgium and Luxembourg, 


p. II. 
123 Creating a net surplus in the current account. : 
124 The United Kingdom was the largest purchaser, particularly of dairy 


exports. 
125 Country Studies, op. cit., Chapter X, The Netherlands, pp. 11-12; 


Chapter III, Belgium and Luxembourg, p. 10. 
126 Country Studies, op. cit., Chapter III, Belgium and Luxembourg, 


p. II. 
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Current Account oF BELGIUM IN 1947!" 
(Millions of U. S. Dollar Equivalents) 











Merchandise imports: Merchandise exports $1140 
Other receipts 130 
Foodstuffs $420 
Other consumption goods 383 
Agricultural supplies 71 
Solid and liquid fuels 242 
Other industrial raw 
materials 424 
Total merchandise 
imports 1540 Deficit 370 
Other payments 100 
$1640 $1640 


Though the merchandise imports of the Netherlands were 
almost of the same magnitude as those of Belgium in 1947, ex- 
ports were less. This coupled with the serious decline in in- 
visible income which had supported so much of its trade in the 
pre-war years makes the trade position of the Netherlands much 
weaker than that of Belgium. 

The extent to which Belgium and the Netherlands will be 
able to overcome their trade deficits will depend on ability to 
increase production, and either on the restoration of German 
trade or the creation of new outlets and sources of supply. 

In the case of the Netherlands increased production is of 
special urgency. 

The loss of Netherlands East Indies revenue may be partially regained, 
but it is improbable that it will be fully restored in the near future. Some 
part of these and similar changes will be permanent, and will be of such 
magnitude as to require the establishment of a new balance between 
visible and invisible items in the Netherlands balance of payment.’ 


127 The Foreign Exchange Position, op. cit., p. 42. 
128 Country Studies, op. cit., Chapter X, Netherlands, p. 2. 
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CurRENT AccouNT OF THE NETHERLANDS IN 1947'”” 








(Millions of Dollar Equivalents) 
Merchandise Imports $1484 Merchandise Exports $615 
Procurement of Military Freights 168 
Supplies 142 Interest Dividends 68 
Consumption abroad 54 Other services 43 
Other 59 Deficit 845 
$1739 $1739 


Despite considerable visible war damage (an estimated $2 
billion to Belgian homes, industrial and commercial buildings 
and farms, and flooding of 500,000 acres of the most fertile 
Dutch farmlands),’*° serious man-power losses of foreign mine 
workers, diamond cutters and entrepreneurs, and disruption of 
commercial relationships,'** both countries have made impres- 
sive gains in restoring industrial production to about 90 per 
cent of pre-war levels and agriculture to approximately 80 per 
cent, 182 

Expansion of the agricultural and industrial production in the 
Netherlands is set forth in the government’s five-year central 
Economic Plan which aims not only at restoration of produc- 
tion but is planned to achieve a shift in the character of the 
Netherlands’ economy, with special emphasis upon agriculture 
and industrial output that can supplement the production and 
export of Belgium and thus strengthen the Benelux Customs 
Union. 


The 1947 estimates allot 2.6 billion guilders ($986 million) for total 
investment including reconstruction and replacement. This outlay is part 


129 The Foreign Exchange Position, op. cit., p. 56. The dollar deficit dur- 
ing 1947 amounted to over half the total deficit. 

130 Country Studies, op. cit., Chapter III, Belgium and Luxembourg, p. 5. 

131 The decline in German trade and the transfer of shipping services 
under the German occupation from Rotterdam and Amsterdam to German 
ports has eliminated an important source of revenue. 

132 Economic Report, op. cit., pp. 130-152. 

133 This actually would have to be scmewhat above pre-war to sustain 
an estimated 18 per cent increase in population. 
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of a general industrial reconstruction program which is expected to extend 
through 1949 and to cost industry and government an estimated 5,237 
million guilders ($1,926 million). The aims of the program include industrial 
expansion designed to permit domestic production of semi-manufactured 
and finished products which formerly were imported. It calls for new or 
increased production of electrical and radio equipment, chemicals, textiles, 
precision instruments, furniture, ceramics, and toys. The plan visualizes 
increased exports to former German overseas markets in South and Central 
America and Asia as well as the development of lower priced lines for the 
U. S. market.’ 


Belgium has a proposed ten-year plan (named after the 
Minister of Re-equipment, de Groote) under which investment 
in 1947 was expected to be 18 per cent of the national income. 

. « « » 54 per cent is reported to be earmarked for industry, commerce, 
agriculture, and housing; 37 per cent for communications, public works, 
ports, etc.; and 8 per cent for tramways, merchant marine, internal naviga- 
tion, etc. The de Groote plan (which has not been officially adopted by the 
Government) involves a total of 350 billion francs—about $8 billion—to be 
spent for modernizing Belgian economy over the next ten years. 135 

The complementary nature of the economies of the three 
countries and their community of interests encouraged explora- 
tion in the early war years of means of establishing a customs 
union. Study of the question was spurred by the realization that 
closer identification of economic interests would be necessary to 
weather the storms of post-war Europe. The three Governments 
concluded a customs union on September 5, 1944, while in exile 
in London. This agreement proposed removal of all tariffs within 
the union territory and established a common tariff of import 
duties on goods from outside countries. It was not possible to 
put the agreement into effect during the unsettled post-war 
years. However, the intervening period was given to study of 
the many complex problems involved in coordination of tariff 
schedules, competitive and overlapping industries, and trade 
agreements with other countries. 

The Customs Union Agreement was finally made operative 
as of January 1, 1948, providing the first step toward that 


134 Country Studies, op. cit., Chapter X, Netherlands, pe. 8-9. 
135 Country Studies, op. cit., Chapter III, Belgium and Luxembourg, p. 6. 
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broader economic collaboration of Europe which appears neces- 
sary to restore a viable economy to the Continent. 


Scandinavia and Iceland 


The four northern countries of Europe, and Iceland, have a 
long. tradition binding them together culturally and economi- 
cally. Of the five countries, all but Sweden are primarily agri- 
cultural; and shipping plays an important part in the:r econ- 
omies. Extensive deposits of iron ore are found in Sweden, 
Norway, and Finland, and there are unexploited reserves of 
other minerals in several of the countries. Lack of coal and 
petroleum is partly compensated by abundant waterpower, of 
which only a small proportion has been harnessed for develop- 
ment of electrical power. 

In all these countries the general index of production is above 
pre-war levels and, with the exception of Iceland, only limited 
inflation has been experienced. ‘‘. . . Prices since the end of the 
war have been remarkably stable.’ 

Principal exports include fish and fish products, lumber and 
wood products, dairy and other food products, some metals, and 
from Sweden “significant quantities of machinery, chemicals 
and pharmaceuticals, scientific instruments, matches, glass and 
glassware, textiles, and ships.’’!®” 

Before the war the trade of these countries was largely 
oriented toward the United Kingdom and to a lesser extent 
toward Germany. The elimination of the German market and 
reduction in British trade have necessitated a substantial shift. 

Western European and Scandinavian countries have, in general, in- 
creased the proportion of their total trade with one another as compared 
with pre-war proportions. Belgium-Luxembourg, France, and the Nether- 
lands carried on considerably higher percentages of their total trade with 
one another, with Switzerland and with Scandinavian countries. The latter 
countries likewise increased the proportion of their trade among themselves 
and with Belgium, France, Netherlands and Switzerland; Denmark, which 


had to compensate for the drop in its exports to the United Kingdom as 
well as to Germany, also increased the percentage of its total exports to 


136 Economic R » Op. cit., p. 159. 
137 Country Studies, op. cit., Gnasher XIII, Sweden, p. 22. 
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Poland, as compared with the pre-war position. . .. Twenty per cent of the 
trade of Finland in 1946 was with the USSR, as ‘compared with three per 


cent in the pre-war period.!® 

Iceland has increased her trade with Great Britain, Czecho- 
slovakia, and the Soviet Union.’*® 

Foreign trade of the Scandinavian countries with the United 
States has been relatively small except in the case of Sweden. 
However, to compensate for decreased production on the Con- 
tinent increasing reliance has had to be placed upon the United 
States as a supplier of essential commodities. 


Per Cent of Total 

Country Imports from U. s.*4° 

pre-war 1946 
Sweden 16 24 
Norway II 22 
Finland 9 20 
Denmark 8 9 
Iceland’ 1.2 25 


. The import surplus from dollar areas . . . [had] to be financed from 
capital resources, with the result that official foreign exchange and gold 


holdings declined from the beginning of 1947 to the middle of 1947; in 
Denmark from $90 million to $75 million, in th from $245 to $163 


million and in Sweden from $564 to $241 million. . 

By mid-1947 gold holdings in Finland were negligible and 
foreign exchange holdings amounted to the equivalent of $28 
million, of which 61 per cent were in pounds sterling.’ 

. Early in 1947 severe regulations on imports from dollar areas were 
reimposed or tightened in these countries to meet the drain on their dollar 
resources. '** 


138 Economic Report, op. cit. 

139 Country Studies, op. cit., yy ea VII, Iceland, p. 6. 

140 Economic Report, op. cit., p. 178; a. figures obtained from Icelandic 
Consulate General. 

141 Economic Report, op. cit., p. 184. 

142 Foreign Exchange Position, op. cit., p. 77. 

143 Economic Report, op. cit., p. 184. 
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Sweden, industrially the most developed of the Scandinavian 
countries, emerged from the war with its physical plant un- 
damaged and by 1947 industrial production was well above pre- 
war levels. Taking production for 1935 as 100, the percentage 
increase in key industries were as follows: 


August August 

1947 1947" 

Engineering........ 170 Foodstuffs ......... 118 
Iron and Steel...... 132 Textiles and clothing 106 
General index....... 129 Wood-pulp and paper 105 


Timber cutting is slightly below the pre-war level because of 
intensive cutting during the war years but it is still substantial. 
About 30 per cent of total exports consist of wood-pulp.’” 
‘Paper and paper products are second in importance; timber and 
iron ore are third and fourth respectively. In 1948-49 these four 
items combined will probably account for two thirds of total 
exports.’”!#6 

Swedish merchant tonnage is 120 per cent of the pre-war 
total,’*" and there has been a considerable expansion of ship- 
yard capacities and facilities for the construction of large vessels. 
Of 284,000 gross tons under construction at the end of 1947, 
some 165,000 were for foreign account, primarily Norwegian.'* 

Production of electricity is 185 per cent of pre-war and this 
has compensated to some extent for coal and oil shortages.” 

Norway faces as its major problem the reconstruction of its 
shipping fleet which before the war was the second largest in 
Europe. Income from shipping paid for approximately 36 per 
cent of all Norwegian imports. By June 1947, shipping tonnage 
had been brought up to 76 per cent of pre-war,’ and by the 


144 Ibid., Table 61, p. 136. 

145 Country Studies, op. cit., Chapter XIII, Sweden, p. 22. 
146 Ibid., p. 22. 

147 Economic Report, op. cit., p. 130. 

148 Country Studies, op. cit., Chapter XIII, Sweden, p. 21. 
149 Economic Report, op. cit., p. 141. 

150 [bid., p. 130. 
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end of 1951 it is expected to equal the 1939 level’®™ of 4,499,000 
tons." 

By May 1947 total industrial production stood at 122 per 

cent of 1938: capital goods production was 123 per cent, and 
consumers’ goods, 122; export industries, however, lagged at 
79. 
By 1951 it is estimated that exports will, in most instances, 
have equalled or surpassed pre-war levels. ‘“Timber, wood-pulp, 
and paper .. . the largest single group of Norway’s commodity 
exports’ will generally equal pre-war. Fish and fish products, 
the principal food exports, are expected to exceed pre-war as 
new fishing equipment is delivered. 

In order to achieve these targets, plans have been made to 
modernize industry “especially export industries and other 
industries which yield the greatest returns on labor and capital 
expenditures, such as the hydroelectric, electrochemical and 
electrometallurgical industries.” 

Denmark after the German occupation still had almost unim- 
paired productive potentialities; nevertheless “‘. . . its post-war 
agricultural production and exports have remained far below 
the former volume, and in 1946 there was a heavy trade 
deficit.’””*" 

Recovery has been hampered by the shortage and high price 
of animal feed which has made the cost of Denmark’s high 
quality agricultural products prohibitive for most of its former 
customers. Though domestic production of major agricultural 
products is still somewhat below pre-war levels, significant 
increases over the 1934-38 averages are expected to be achieved 
by rosr. 

The index of industrial production on the final quarter of 


151 Country Studies, op. cit., Chapter XI, Norway, p. 20. 


152 Economic R , Op. cit., p. 130, See Table 16, p. 224. 
153 Country Studies, op. cit., Chapter XI, Norway, p. 3. 
154 Tbid., p. 21. 

155 Jbid., p. 22. 

186 Ibid., p. 6. 


187 Country Studies, op. cit., Chapter IV, Denmark, p. 1. 
188 Ibid., p. 16. 
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1947 Was 103 per cent of the 1937 level.” Ship building and the 
mechanical industries, the only major export lines, are both 
operating close to capacity levels, and “‘ships are being built to 
Denmark’s order both in foreign and Danish yards, with the 


goal of a merchant marine of 2,410,000 dead weight tons by 


1951.2 


“By 1952 Denmark should be able, without special external 
aid, to achieve a balance-of-payments equilibrium at an adequate 
standard of living.” 

Finland’s economy has been more avenide undermined by 
the war than that of any other Scandinavian country. Although 
official data are very limited with regard to present conditions, 
there is sufficient evidence to indicate the extent to which the 
Finnish economy has been impaired. In 1946-47 output of 
grains had reached only 57 per cent of the pre-war level." By 
1947-48 production of fats and meat amounted to 46 per cent 
and 70 per cent respectively of pre-war.!™ In the third quarter 
of 1947 industrial production was 20 per cent below the level 
for 1937.1 

This lowered production coupled with a relative increase in 
imports from the United States and reparation payments to the 
Soviet Union, amounting to almost one fourth of total exports 
in 1947,'* has obliged Finland “to balance imports and exports 
at levels considerably below those of the pre-war period.’”*™ 
Imports for the last quarter of 1947 were running at about 58 
per cent of pre-war levels and exports at 52 per cent.® 

Iceland is not faced with a production problem. In fact, the 
output of fish and fish products (90 per cent of exports, the 
remaining 10 per cent being agricultural products, hides, and 

159 Economic R. » Op. cit. 

160 Country Studi es, op. cit., Chapter IV, Denmark, p. 19. 

161 bid. 

162 SE op. cit., p. 148. 

163 Ibid., p. 150. 

164 Tbid., p. 131. 

165 Foreign Giclee Position, op. cit., p. 76. 


166 Economic Report, op. cit., p. 180. 
167 Ibid., p. 170. 
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skins)'® is well above pre-war levels. The target set for 1951 is 
470,000 metric tons of fish other than herring, as against 163,000 
pre-war.'®* On the other hand “Iceland does face the necessity 
of counteracting domestic inflation in order to adjust productive 
costs downward so that prices of its fish will be competitive in 
world markets and Iceland can pay for needed imports’’?” 
“The principal factor underlying Iceland’s unfavorable balance 
of payments during the recovery program period is that it sells 
its principal commodity—fish—in a buyers’ market and buys 
wheat, coal, petroleum, machinery, etc., in a sellers’ market.”?™ 


Switzerland 


This country of industrious workers and middle class mer- 
chants has the healthiest economy, and the highest standard of 
living of any European country. Protected by encircling moun- 
tains and by recognized neutrality from the physical impact of 
war, Switzerland suffered no direct damage. It did however feel 
the effect of a sharp reduction of imports and the resultant 
inflationary pressures. 

A high level of activity prevails in practically all manufacturing indus- 
tries with the exception of textiles, in which production is only about 85 
per cent of prewar due to the shortage of labor. . . . As a result of its gen- 
erally high level of production, there is little possibility of further expansion 
of Swiss output with existing plant and labor supply. 

No indices of production are published in Switzerland. Indices of em- 
ployment, however, suggest [that] the general index of industrial employ- 
ment, based on 1938= 100, was up to 133 for the second quarter of 1947. ... 

Production of cereals increased appreciably during the war,!”? mainly 
by increasing the arable area at the expense of pastures.’ 

However, the drought in 1947 seriously affected harvest crops 
and the reduction in pasturage caused a decrease in the number 
of livestock, and in the production of fats and meat. 


168 Country Studies, op cit., Chapter VII, Iceland, pp. 5-7. 

169 Ibid., p. 13. 

170 Ibid., p. 1. 

171 Tbid., p. 21. 

172 To 141 per cent of the pre-war rate. Economic Report, op. cit., p. 148. 
173 Country Studies, op. cit., Chapter XIV,{Switzerland, pp. 2-3. 
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The national income is approximately at the pre-war level!” 


and although there has been a 20 per cent decrease in the con- 
sumption of wheat,’”® the diet measured in calories is still the 
highest in Europe and only very slightly less than in pre-war 
years. 

Switzerland lives by its foreign trade and its growing im- 
portance to the countries of Europe, not only as a source of 
manufactured goods, but as an importer of grain,!”” and other 
food stuffs, iron and steel, raw cotton and coal, may be seen 
from the fact that in 1946, 60 per cent of Switzerland’s imports 
came from Europe (47 per cent from Marshall Plan countries) 
and 55 per cent of her exports were sold there (47 per cent to 
Marshall Plan countries).! 

Switzerland is already shipping to the other participating countries sig- 
nificant quantities of machinery, instruments, chemicals, etc. During 1946, 
Switzerland exported to this area machinery valued at approximately 227 
million Swiss francs ($53 million); dyes and dyestuffs, 63 million Swiss 
francs ($15 million); instruments, 54 million Swiss francs ($13 million); 
iron and steel products, 39 million Swiss francs ($9 million); and chemicals, 
26 million Swiss francs ($6 million).’” 

In order to increase this trade, Switzerland has made bilateral 
agreements with every country in Europe, except the Soviet 
Union, Albania, and Portugal. In the first six months after V-E 
Day imports had reached 89 per cent of 1938 and exports 70 per 
cent and by November 1947 had increased to 168 per cent and 
III per cent respectively. 

Switzerland’s traditional trade deficit” has been more than 
balanced by very large income from tourists, insurance, and 


174 Economic ears op. cit., p. 124. 

175 Country Studies, op. cit., Chapter XIV, Switzerland, p. 3. 

176 Economic Report, op. cil., p. 154. 

177 Switzerland — less than one third of her needs. Country 
Studies, op. cit., Chapter XIV, Switzerland, Ri 3. 

178 Country Studies, op. cit., Chapter XIV, Switzerland, p. 8. These 
exports were increased during the first six months of 1947. Ibid., p. 18. In 
1946 Swiss im from Belgium, France, Netherlands, and Denmark were 


double, and from Poland, hoslovakia, and Hungary, three or four 
times the pre-war rate. Economic Report, op. cit., p. 176. 
179 Tbid., p. 18 


180 The equivalent of $172 million in 1946. 
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foreign investments. The resultant accumulation of gold’! and 
dollar reserves has placed Switzerland in a very strong exchange 
position and made the Swiss franc one of the few hard currencies 
in the world. Besides being an important supplier of goods, 
therefore, Switzerland has become one of the few remaining 
sources of loans and credits. Since V-E day, credits, totalling 
$645 million Swiss francs ($148 million), have been extended :!™ 


Country Credits Granted 

(million Sw.fr.) 
France 300 
United Kingdom 260 
Belgium-Luxembourg 40 
Netherlands 25 
Norway 10 
Czechoslovakia 10 


Switzerland has not requested financial assistance under the 
European Recovery Program and will presumably continue to 
obtain her needed imports either with cash or through bilateral 
barter agreements. 


Czechoslovakia 


Czechoslovakia, a small land-locked country in the center of 
Europe, possesses one of the richest territories in the continent 
both from the point of view of natural resources and industrial 
development. Forty per cent of the population earn their liveli- 
hood by forestry and agriculture, which before the war enabled 
the country to be a substantial grain exporter. Industries include 
mining, iron and steel, engineering, chemicals, woodworking, 
building materials, glass, textiles and clothing, leather, paper 
and printing, electricity, gas and water. 


181 Swiss gold holdings had increased from $655.3 million in December 
1938 to $1193 million as of the end of July 1947; official and private dollar 
holdings had increased from $218 million in 1938 to $397 million in April 
ee op. cit.. Chapter XIV, Switzerland, p. 5. 

182 Ibid., p. 8. 
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Although Czechoslovakia suffered relatively little direct war 
damage, the distortion of production patterns and normal trade 
channels, curtailment of imports, and the draining off of man 
power by Germany resulted in considerable crippling of the 
economy. National income had fallen to about 75 per cent cf 
pre-war levels in 1946.‘ The 1946-47 grain output was only 
67 per cent and production of fats 55 per cent and of meat 71 
per cent of pre-war production. 

Industrial production, with a few exceptions, was substantially 
below 1937 levels and the general index was 80 per cent of the 


1937 figure. 


Oct.—Nov. Oct.-Nov. 
1946 1946 
Electricity, gas Iron and steel en- 
and water..... 155 gineering...... 72 
Chemicals....... 122 Building materials 
Re, Saal 100 and pottery 64 
Mining......... go Leather......... 63 
General Index.... 80 Woodworking.... 60 
Paper and printing 75 Textiles and clothing 58 


Source: Josef Goldman, Czechoslovakia: Test Case of Nationalization, 

Orbis (Prague, May 1 7); aes of building construction and food 
processing industries. Data refer to Bohemia, Moravia, and Silesia (ex- 
cluding Slovakia). Quoted in Economic Report, op. cit., p. 134. 


There was a wide variation in the rate of recovery of the two 
key commodities, steel and coal. Steel production in 1946 was 
only 74 per cent™ of the 1937 level but reached 113 per cent 
by 1947. Hard coal output rose from a pre-war average of 13.3 
million metric tons to 15.8 million metric tons in 1947." £§ 

Lowered production resulted in reductions both in total ex- 
ports and commercial imports in 1945 to under 20 per cent of 
pre-war volume. 

183 Economic ge op. cit., p. 124. 


184 [bid., p. 138. 
185 Ibid., p. 205. 
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During 1946, Czechoslovakia and Poland were able to meet a substantial 
part of their import requirements from UNRRA assistance; in the first 
half of 1947, imports from this source were sharply curtailed and during the 
last half became a negligible factor.1®* 

This loss was partly offset by a substantial recovery in export 
trade; however almost one third of this was on a bilateral barter 
basis and only a very small proportion of the total earned 
dollars.'*’ As a result of increasing need for imported industrial 
raw materials (68 per cent of merchandise imports in 1947), 
official foreign exchange and gold holdings declined from $127 
million in January 1947 to $97 million in September.’ 

Despite the necessity of limiting consumer imports to reduce 
the adverse balance of payment, inflation in Czechoslovakia has 
been relatively moderate Jargely because of monetary reforms 
and effective government measures for equitable distribution of 
available supplies. 

The wholesale price level at the end of the war in Czechoslovakia . . . 
was about 150 per cent of the pre-war level. Later price increases raised 
price levels in Czechoslovakia . . . to about 300 per cent of pre-war.'®* 


Although the trade of Czechoslovakia continued as before the 
war to be oriented largely toward western Europe,’ there 
were some significant changes. Trade with Germany, which 
represented over 14 per cent of exports, dropped to approxi- 
mately 8 per cent in 1946.’*! Exports to the United States were 
cut from 14 to 7 per cent and, even more unusual from the point 
of view of European countries generally, imports from the 
United States dropped from 14 to 6 per cent. These reductions 
were offset by an expansion of trade not only with the Soviet 
Union but with eastern and southeastern European countries. 


The importance of Czechoslovakia’s engineering industry, particularly 
for meeting the needs of these countries for steel, machinery, electrical and 


186 Economic Report, op. cit., p. 180. 

187 Foreign Exchange Position, op. cit., p. 44. 

188 Economic Report, op. cit., p. 185. 

189 Tbid., p. 162. 

190 59.5 per cent of exports in 1947 went to countries of western Europe, 
8.5 to the United Kingdom and the United States. Foreign Exchange 
Position, op. cit., p. 44. 

191 Economic Report, op. cit., p. 176. 
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other engineering products, is reflected in the series of five-year agreements 
recently negotiated by that country with other countries in eastern Europe. 
The dollar value of the trade regulated by these agreements is estimated as 
follows: Poland, $60 million to $65 million annually; Yugoslavia, $30 million 
annually; Bulgaria, $14 million annually. Approximately seventeen per 
cent of Czechoslovak trade is estimated to be guaranteed by these agree- 
ments.!% 


Eastern Europe 


The countries of Eastern Europe™ are primarily agricultural 
and were an important source of grains and other farm products 
for the countries of Western Europe before the war. Reduction 
of their grain exports, either because of drought or diversion to 
other markets, has intensified the present food crisis in Western 
Europe. Except for production of coal in Poland and oil in 
Rumania, the industrial and mineral potential of these countries 
was largely undeveloped before the war.'™ 

.. » Yugoslavia is perhaps the least developed of the eastern European 
countries. It has ample deposits of copper, chrome, lead and zinc. It lacks 
coal but has oil resources which, though as yet undeveloped, are potentially 
sufficient to supply the country’s domestic needs.’ 

Since V-E Day all of these countries have instituted plans to 
develop their resources, improve agricultural techniques, broaden 
the industrial base of their economies in order to raise the living 
standards of their people which are among the lowest in Europe, 
and reduce their dependence on other nations. 

All of the countries of Eastern Europe suffered extensive war 
damage. Destruction of inland transport was of staggering 
proportions. 

192 Ibid., pp. 177-178. 

193 For the purpose of this mages these include Bulgaria, Hungary, 
Rumania, Yugoslavia, and Polan 

194 The industrial facilities of Poland have been considerably increased 
by acquisition of 39,000 square miles formerly of Germany, e.g. po- 
tential coal output was increased 79 per cent, zinc and lead 147 per cent; 
II new coke plants added a potential increase of 152 per cent. In addition, 
Poland acquired deposits of cadmium, cobalt, gypsum, kaolin, all formerly 
imported. Economic Development in Selected Countries: Plans, Programmes 
and Agencies, Department of Economic Affairs, United Nations, Lake 
Success, New York, October 1947, pp. 197-198. (Hereafter cited as Eco- 


nomic Development i in Selected Countries. 
195 [bid., p. 209. 
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In Yugoslavia, Albania and Poland, all means of inland transport were 
practically inactive during the first months of liberation. . . . In Poland 
thirty per cent of the railway lines, seventy per cent of the large bridges, 
forty-two per cent of the locomotives, ninety-two per cent of the passenger 
cars, and ninety-eight per cent of the freight trains were either destroyed 
or removed. Yugoslavia lost seventy-six per cent of its locomotives and 
eighty-four per cent of its cars, as well as all steel bridges and eighty-one 
per cent of those made of reinforced concrete.! 

While production of grain in 1945-46 had fallen to 94 per cent 
of pre-war output in Bulgaria, in Poland it was only 37 per 
cent.’*” In fact, Poland and Yugoslavia, which had been grain 
exporters before the war, received together with Czechoslovakia 
imports amounting to about seven or eight per cent of total 
European grain imports.'* “Potatoes, which represented an 
important food source in several of these countries, fell to 
similarly low levels. In Poland, for example, where potatoes 
constitute an especially important part of the local diet, the 
1945 potato crop was only forty-one per cent of the pre-war 
average. . . . Domestic supplies of fats were only thirteen per 
cent of pre-war supplies in Poland, twenty-five per cent in 
Yugoslavia, and considerably below fifty per cent in several 
other countries.” 

Industrial production in 1945 was under 50 per cent of pre- 
war levels in all the eastern countries except Bulgaria, and in 
Yugoslavia it was about one third. Hard coal production in 
Poland fell from 60.9 million metric tons between 1935-38 to 
47-3 in 1946. Steel production dropped to 86 per cent of the 
1937 output in Poland and to 57 per cent in Hungary. 

Because of reduced production levels extreme inflation was a 
common factor throughout the region with the exception of 
Bulgaria. The cost of living, for example, ranged from 150 times 
the pre-war average in Poland to 1600 times in Rumania.?” 

As a result of determined efforts, production in these countries 





196 Economic ha op. cit., pp. 217-218. 
197 Ibid., p. 148. 

198 Ibid., p. 155. 

199 Ibid.., >. 149. 

200 Jbid., p. 166. 
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increased steadily throughout 1946. It is estimated that in- 
dustrial output in Yugoslavia reached 144 per cent of the 1937 
level by mid-1947 ; that of Poland equalled 1937; that of Hungary 
exceeded 1937 by 12 per cent in mining and metallurgy. By 
the end of 1947, steel production in Poland was 14 per cent above 
the 1937 output,” and although coal output was 3 per cent 
under the 1935-38 average,”™ exports were 52 per cent above 
pre-war.? 

The countries of Eastern Europe were, even before the war, 
abnormally dependent upon foreign trade for consumers goods, 
industrial materials, and even some food products. This de- 
pendence on imports has been greatly increased by war devasta- 
tion on the one hand and government reconstruction programs 
on the other, and has resulted in a steady liquidation of gold 
and foreign exchange reserves. Poland’s current deficit of $477 
million in 1947 was almost double that of the previous year. 
Imports were $764 million (38 per cent for raw materials, 32 per 
cent for capital goods, 25 per cent for food); exports amounted 
to $294 million, of which 68 per cent was coal and coke.?” 
Yugoslavia, with only 20 to 25 per cent of exports bringing 
foreign exchange, “. . . no foreign credits available for use in 
1947” and gold and foreign exchange reserves “. . . barely suffi- 
cient to cover the legal requirements for reserves against note 
circulation and other liabilities,”** will have difficulty sustain- 
ing a deficit of $376 million. Hungary had a deficit amounting 
to $106 million in 1947, almost two thirds of it in dollars.2% 

In an effort to increase productivity, raise standards of living, 
and reduce dependence upon outside areas, all of these countries 
have adopted national economic plans. Those of Poland and 
Yugoslavia may be taken as examples. The first Polish National 

201 [bid., pp. 131-132. 

202 [bid., p. 138. 

203 Ibid., p. 205. 

204 During the same ea we Kingdom coal exports were only one 
per cent of pre-war. Ibid., p. 2 

205 Foreign Exchange bition, op. cit., pp. 63-64. 


206 Tbid., p. 71. 
207 Ibid., p. 78. 
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Economic Plan covers the period from January 1, 1946, to 
December 1949. It is primarily a reconstruction plan designed 
to increase the national income from 17.7 million zlotys in 1938 
to 20.7 million in 1949. It is anticipated that between 16 per 
cent and 17 per cent of the national income will be invested in 
the expansion program. The primary emphasis will be on “the 
development of those branches of industry which, though not 
directly satisfying the needs of the consumer, will further the 
most rapid development of consumer goods production.’’?” 

The Yugoslav Five Year Plan, approved by the Yugoslav 
Parliament on April 28, 1947, anticipates the expenditure of 
27.3 per cent of national income on heavy industry. Considering 
the importance of food, industrial raw materials, and capital 
equipment in Yugoslavia’s 1947 imports, and the fact that ‘a 
significant part of . . capital requirements . . are likely to be 
obtainable in 1948 only in dollar areas’”” and that “actual 
supplies in the home market will largely depend on future ex- 
ports and imports,’*"° it is strange that: 

Reference to international trade relations is conspicuously absent from 
the Plan. While output targets are given in great detail, there are no 
export and import targets at all. Similarly, the Five-Year Plan itself con- 
tains no attempted estimate of the future balance of payments, nor does 
it give any indication of what part of the required goods and material it is 
hoped to secure from abroad... . 

There is no mention of any expected credits or other capital help from 
abroad. Hence, again, the impression might be conveyed of an intention to 
finance the heavy investment projects under the Plan entirely from do- 
mestic savings were it not for the various trade agreements. On the other 
hand, the Plan does not contain any fiscal details from which it can be 
determined by what methods of finance the requisite savings are to be 
obtained... . 

The final, and perhaps the most striking, feature of the Plan is the very 
rapid rate of development which it envisages. Since the Plan, roughly 
speaking, aims at doubling the flow of goods and services within the short 
period of five years, it calls for a rate of economic development such as has 
been achieved in very few cases in the past. It clearly does not extrapolate 


208 Economic Development in Selected Countries, op. cit., pp. 197-209. 


209 Economic Report, op. cit., p. 188. 
210 Economic Development in Selected Countries, op. cit., p. 211. 
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and continue the normal rate of progress, but, on the contrary, is designed 
to energize and accelerate progress to a rate which only extreme exertion 
will be able to maintain." 


Italy 

Economic recovery in Italy has been fairly rapid since libera- 
tion. It has not been sufficient, however, to absorb chronic uan- 
employment or to restore the trade necessary to keep men and 
machines working. In September 1947, industrial production 
was still 27 per cent below the 1939 level, due primarily to lack 
of imported fuel and industrial raw materials.” Production of 
all grains was 32 per cent below pre-war, potatoes 8 per cent 
below, fats 18 per cent below, and meat 28 per cent below.?” 

Even before the war, Italy had to import one third of its grain 
and food to supplement domestic output, 60 per cent of its 
coal and petroleum requirements,”"* and many of the most 
essential industrial raw materials. Imports were traditionally 
in excess of exports with the result that for the period from 
1929-38, the yearly trade deficit averaged $253 million. 

Since the war, Italy’s trade position has been made more 
difficult by the loss of pre-war markets and the increasing de- 
pendence upon the United States both as a customer and as a 
supplier. In 1947 for example, Italy’s reduced coal imports*”® 
had to be obtained entirely from the United States. 

Many of Italy’s traditional markets and sources of supply have at least 
temporarily lost their former importance. This is particularly true of 
Germany and the Balkans, while the loss of the Italian colonies has also 
created the necessity for a readjustment of foreign trade. In 1938 Germany 
supplied about 27 percent of Italy’s imports and took more than 19 per- 
cent of its exports; in 1946 only about 0.5 percent of Italy’s imports came 
from Germany and approximately 1 percent of its exports went there. 

On the other hand, the United States, which in 1938 supplied about 12 
percent of Italy’s foreign purchases and took about 8 percent of Italian 
exports, supplied almost 60 percent of 1946 imports and took about 18 


211 [bid. 

212 Economic Report, op. cit., p. 135. 

213 [bid., Tables 68 and 69, pp. 148-150. 

214 Survey, op. cit., p. 44. 

215 Thirteen per cent below the pre-war average of 12.2 million metric 
tons. Economic Report, op. cit., p. 209. 





EW ica anaes alas bole Sm a 


acl somestetitaetioe oan tara 





222 


percent of exports . . . during 1947 the share of Italian exports taken by 
the United States fell off substantially.?"* 

Between 1938 and 1946 the United Kingdom declined substantially as a 
source of Italy’s imports. The shares of Czechoslovakia, France, and 
Argentina in Italian import trade also fell off, while those of Egypt, Switzer- 
land, Brazil, Sweden, and the Union of South Africa rose.?!7 


In 1947, Italy estimated that the deficit for the year would 
be $877 million:?"* 
ITaLy: CURRENT ACCOUNT, 10947 
(Millions of U.S. Dollar Equivalents) 


Credits Debits 
Merchandise ex- Merchandise Im- 
a $668 pores ise. i. $1,567 ° 
Other Income... . 74 Other Expenditures 52 
$742 $1,619 
Deficit: ..... $877 


® Forty-one per cent was food and fuel; forty-two per cent was raw 
materials. 

The post-war economic disequilibrium has been further ag- 
gravated by severe inflation combined with a lack of adequate 
control. 

The breakdown of the system of controls under the Fascist regime re- 
leased a tremendous inflationary pressure which was aggravated by sub- 
stantial budgetary deficits, pent-up demand in terms of accumulated sav- 
ings, and demand generated by Allied expenditures in Italy. As a result, 
after a decline during the first half of 1946, prices resumed an upward move- 
ment, reaching a high, by July 1947, of fifty-eight times the pre-war levels, 
or twice the level of June 1946.?!® 


The fundamental economic problem in Italy is over-popula- 


216 To 55 per cent of 1946 level, due a to “virtual disappearance 
of Italian silk exports in the face of Japanese competition.” Country 


Studies, op. cit., Chapter IX, Italy, p. 14. 

217 Ibid., pp. 15-16. 

218 It was estimated that somewhat over 80 per cent of this deficit would 
be in dollars. Foreign Exchange Position, op. cit., p. 79. 

219 Economic Report, op. cit., p. 164. 








223 


tion relative to basic food, industrial raw materials, and capital 
resources. 


The registered unemployment has increased since 1945, and in 1947 
amounts to more than two million people. The actual unemployment is 
much higher, and is estimated at two and a half million. The situation is 
paradoxical inasmuch as unprecedented unemployment is maintained in 
spite of an excess of effective demand. . . . The co-existence of inflation and 
unemployment in Italy can be traced to shortage of equipment and key 
materials in relation to available manpower. .. . 

The specific problem of Italian unemployment could be radically solved 
only by a long-run process of expansion of industry and agriculture. For 
the present, the Government is bound to resort to such expedients as 
public works and emigration. .. . 

Emigration may alleviate unemployment to some extent. A number of 
emigration agreements have been signed in 1947. Some of these agreements 
provide Italy with an additional advantage of priorities for coal deliveries 
proportionate to the employment of Italian emigrants in coal mining of the 
respective countries. Thus the agreement with France provides for the 
import of 330 pounds of coal per miner daily and the agreement with 
Belgium for 3.5 tons per miner monthly. On the basis of emigration agree- 
ments already reached, 250,000 workers may go abroad in 1947 (200,000 
to France).?” 


Agricultural and industrial production in many lines will be 
expanded relatively little during the period of the European 
Recovery Program. Indeed in the case of bread grains, coarse 
grains, and timber, it is estimated that output will be less in 
1951 than in 1938. Slight increases are expected in meat, fats 
and oils, raw sugar, crude steel. It is hoped that output of 
fertilizers, petroleum products, coal, pig iron, tractors, and 
freight cars will be expanded considerably.™* If these targets 
are achieved, consumption in Italy—one of the lowest in Europe 
and at present very little above subsistence levels*"*—will still 
be slightly below the immediate pre-war level.2” 


Greece 
War destruction caused more deterioration of the economy in 


220 Survey of Current Inflationary and Deflationary Tendencies, op. cit., 
Pp. 50-52. 
221 Country Studies, op. cit., Chapter IX, Italy, p. 29. 
222 See Economic Report, op. cit., Table 71, p. 154. 
223 Country Studies, op. cit., Chapter IX, Italy, p. 41. 
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Greece than in any other country in Europe and continuing 
civil strife has prevented any substantial recovery. A stable 
government and prosperous economic activities necessary to 
sustain a democratic system will not be possible until internal 
conflict ceases. Although the standard of production and living 
was very low before the war,“ Greece has an enormous recon- 
struction task to restore even a pre-war standard toa Peo 
increased by 12 per cent. 


Unfavorable conditions during the 1946-47 year resulted (according to 
official Greek estimates) in a wheat crop of only 500 thousand tons as com- 
pared with 750 thousand tons in the previous year. Corn production this 
year is slightly below normal. Other crops were not adversely affected by 
the weather. Tobacco production is expected to be in the neighborhood 
of 100 million pounds. This year the production of olive oil is estimated 
at about 150 thousand tons, or 50 thousand tons more than last year, and 
is the highest on record. Currant, raisin, fresh fruit, and vegetable produc- 
tion was good. Livestock numbers have shown considerable recovery, but 
are still well below pre-war levels. 

Industrial production has reached only about 75 per cent of the 1939 
level. Excluding foodstuffs and mining, it is estimated that over half of 
the present industrial activity is in textiles, production of which has 
reached about 70 per cent of the pre-war output. Other Greek industries 
which are producing important quantities of goods, although in general 
substantially less than pre-war, are the chemical, leather, metallurgical, 
building materials, paper and printing, wood-working, metal working, 
tobacco, and clothing industries. Production of electricity in the Athens- 
Piraeus area is substantially over the 1939 level, but retarded progress in 
repair of facilities in other areas brings the average for Greece as a whole 
to only about 75 per cent of 1939.” 


Before the war Greece had to import most of the materials 
needed to maintain her economy even at a relatively low level. 
One third of her cereal requirements was imported, as well as 
coal, petroleum, machinery and equipment, iron and steel, 
chemicals, wool, sugar. Rumania, Yugoslavia, Czechoslovakia, 


224 In 1946 the national income was estimated at 60 per cent of pre-war 
(Economic Report, op. cit., p. 124) and production at about 70 per cent 
(Ibid., p. 132). 

225 In 1938 annual per capita income was the equivalent of $80 compared 
with six times that in the 7a ited States. See Table p. 162. 


226 Country Studies, op. cit., Chapter VI, Greece, pp. 6-7. 
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the United Kingdom, the United States, Italy, and France 
were the principal suppliers. In 1946, the United States, how- 
ever, provided 23 per cent of Greece’s imports (as compared 
with 7 per cent in 1938) and took 55 per cent of the exports (as 
against 17 per cent in 1938).7*7 

Since the war exports and other sources of income have not 
been adequate to assure essential imports. Exports in 1946 were 
about ro per cent of imports and in 1947 amounted to $88.6 
million”* compared with imports of $360 million.”® The large 
imports have been made possible first by UNRRA deliveries in 
the immediate post-war period and more recently primarily by 
assistance from the United States. 


Extensive foreign aid was needed for the survival of the Greek nation. 
Prior to inauguration this year of the American program for aid to Greece, 
nearly $750 million in various forms of assistance had been extended since 
liberation by the United States, the British Government, and UNRRA.2 

In May, 1947, the Congress authorized 300 million for aid to Greece 
through June 30, 1948.7"! In addition, Greece has been receiving substan- 
tial benefits from funds appropriated for post-UNRRA foreign relief. . . . 
The guerilla warfare continues a severe strain upon the economy, and re- 
sources which might otherwise be put to productive use must continue,to 
be expended for non-productive military requirements. More than half the 
funds appropriated for Greek aid already have been earmarked for military 
expenditures, and, if for security reasons it becomes necessary further to 
increase military allotments, it will be at the expense of the economic 
program and reconstruction.”** 


Continuing extreme inflation in Greece has been a principal 
factor in retarding production and to some extent exports and 


227 Economic Report, op. cit., p. 178. 

228 Seventy per cent consisted of tobacco, olive oil and olives. Other 
sources of income amount to between $32 and $36 million of which shipping 
income accounted for $20.8. Foreign Exchange Position, op. cit., p. 54. 

229 Fifty-two per cent ($190 million) was food. Ibid. 

230 Country Studies, op. c#t., Chapter VI, Greece, p. 1. 

231 57.5 per cent is for military expenditures, 41 per cent for the economic 
program, and 1.5 per cent for administration. Second Report to Congress on 
Assistance to Greece and Turkey for the Period Ended December 31, 1947, 
Department of State Publication 3035, Economic Series 3, February 1948, 
Washington, D. C., p. 8. (Hereafter cited as Assistance to Greece and 


— 
232 Country Studies, op. cit., Chapter VI, Greece, pp. 2-3. 
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in discouraging investment needed to expand productive facili- 
ties. The very large military expenditures tend to prevent effec- 
tive correction of the principal causes of inflation. 


The Greek public has virtually no confidence in its own currency. The 
alarming increase throughout the year of unbacked drachma notes issued 
by the Bank of Greece is attributable, in addition to military expenditures, 
to currency expansion required to finance Government operations and 
agricultural production. . .. It has been pointed out that the increase in 
the volume of currency was not matched by an increase in the flow of con- 
sumer goods to the public; on the contrary imports actually declined with 
the cessation of UNRRA and exhaustion of the Government's foreign- 
exchange resources. 

The declining value of the drachma has resulted in a serious exchange 
rate problem. The exchange rate was fixed at 150 drachmae to the dollar 
in November 1944, revised to 500 drachmae to the dollar in June 1945, 
and again to 5,000 drachmae per dollar in January 1946. In September 
1947 the Greek Government, on the basis of the recommendations by the 
American Mission, adopted a flexible system designed to permit the ex- 
change rate to adjust automatically to changing price conditions. It is 
expected that this step will aid materially in facilitating exports. The 
effective exchange rate under the new system is now approximately 8,500 
drachmae per dollar.?54 

The American Mission to Greece has encouraged fiscal reforms 
and has taken measures to repair transportation facilities, in- 
crease the income from the Greek merchant marine, improve 
and expand agricultural and industrial production. 


Long-term projects designed to make Greece more self-sufficient in food- 
stuffs are showing favorable results. Since July approximately 35,000 acres 
of land have been drained and put into cultivation for the first time since 
liberation. An additional 50,000 acres previously not under cultivation are 
expected to have been drained and made arable by June 30, 1948; a further 
45,000 acres will be under cultivation shortly thereafter. Plans also have 
been completed for the irrigation of 20,000 acres, one half of which will be 
completed by June 30.... 

There are considerable potentialities for the expansion of Greek industry 
and mining. The country has vast mineral deposits, many in world short 
supply, which never have been exploited to an appreciable extent. To 
realize these industrial and mining possibilities will require, in addition to 
the re-establishment of security, considerable financial assistance. The 
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Mission plans to spend about $13,000,000 from aid funds to aid Greek 
industry, of which about $6,000,000 will be used for machinery and equip- 
ment and about $7,000,000 for raw materials, principally steel. Initial 
emphasis is being placed upon those industries engaged in metal manu- 
facturing, chemicals and textiles,2*5 


As a member of the Committee of European Economic Co- 
operation, Greece has undertaken to achieve considerable ex- 
pansion in output of bread and coarse grains, olive oil, tobacco, 
agricultural machinery, coal, and finished steel products. 


The Iberian Peninsula 


The two countries comprising the Iberian Peninsula have 
many similarities. In both, the terrain is rough and mountain- 
ous, agriculture (including fishing) constitutes the primary 
means of livelihood, and per capita income is one of the lowest 
in Europe. 

However, the position of Portugal in the post-war period is 
significantly different from that of Spain. Portugal is not only a 
Member of the United Nations and a participant in the re- 
covery programs of Western Europe, but is one of the few 
countries of Europe to emerge from the war “with a stable 
currency and a balanced budget; employment and economic 
activity . . . at an average pre-war level; . . . adequate reserves 
in gold and foreign exchange. . . .”"** Spain, on the other hand, 
has been excluded from participation in the United Nations and 
other international activities, and still manifests the effects of 
prolonged civil war and subsequent economic isolation. 

In almost all fields Portugal has achieved a considerable 
increase in production over pre-war levels. 

The acreage sown to cereals and bread grains is considerably greater 
than the prewar average. Nevertheless, largely as a result of prolonged 
drought, the production of wheat in 1946 and 1947 was, according to some 


official estimates, 93 and 73 percent, respectively of the 1934-38 average. 
Most of the principal Portuguese industries were working at full capacity 


235 Assistance to Greece and Turkey, op. cit., pp. 26 and 31. 

236 Country Studies, op. cit., Chapter XII, Portugal, p.1. On July 16, 
1947, public gold and foreign exchange holdings were reported at $377 
a. band $334 million, respectively, the latter mostly in pounds ster- 
ing. “» DP. 4 
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in 1946. Cork production, which had declined during the war years, almost 
reached its 1939 level. The output of canned sardines was about that of 
1939. Production of naval stores (turpentine and rosin) was one seventh 
above that of 1939. The cotton and woolen textile industries worked 
steadily at capacity. 

In the mining industry coal and lignite production, which had increased 
from 360,000 metric tons in 1938 to 610,000 tons in 1945, showed a decline 
to 525,000 tons in 1946. Production for 1947 is estimated at 440,000 tons.”*” 


Portugal’s contribution to recovery in Europe, though limited 
to possible increased exports of wolfram, cork, dried fruits, 
timber, rosin, canned fish, takes on added significance from the 
fact that Portugal is one of the few countries in Europe able to 
extend credit.”* 

In the long run, however, modernization of agricultural 
methods and extensive industrialization and individual capital 
investment in Portugal, as well as in Spain, will be required if 
standards of living are to be raised to levels comparable with 
those of the countries of northwestern Europe. 


Germany 


Before the war (1935-38) Germany produced 40.2 per cent 
of the Continent’s coal production excluding the USSR,” and 
34.4 per cent of the steel in 1937.*° It was also a major producer 
of aluminum, rayon and staple fibre, motor cars, machinery and 
equipment, merchant ships, cement, lead, copper, zinc, and wood 
pulp. In addition to serving as a principal industrial supplier for 
the Continent and to a lesser extent for the rest of the world, 
Germany provided a considerable market for the agricultural 
products of her Balkan and Eastern European neighbors.”*! 

Today Germany’s contribution to Continental and world 


237 Country Studies, op. cit., Chapter XII, Portugal, p. 2. 

238 Ibid., p. 11. 

239 Economic Report, op. cit., pp. 205-207. 

240 Ibid., p. 138. 

241 Over one third of Germany’s imports came from Western Europe 
and Scandinavia and about one half of its exports went to these countries, 
and, “although Germany’s trade with Balkan and Danubian countries 
was Only one sixth of its total trade in 1938, it represented a third of the 
trade - the agricultural countries in eastern and south-eastern Europe.” 
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trade has dwindled to a trickle and her future waits upon the 
drafting of a peace treaty or the slow evolution of a de facto 
settlement. All of Silesia and a large part of Prussia have been 
administratively incorporated into Poland and a part of East 
Prussia into the Soviet Union. Under the Potsdam agreement of 
1945, drawn up by the United States, the United Kingdom, and 
the Soviet Union, during the period of occupation the remaining 
part of Germany was “‘to be treated as a single economic unit.” 
Actually, Germany has been, until recently, divided into four 
zones administered according to different political and economic 
policies. The Soviet Zone, which has been almost completely 
cut off from the rest of Germany, is one of the principal agri- 
cultural regions and the resultant loss of food supplies to other 
areas has been serious. The British and the United States Zones 
have finally been joined in an economic “‘Bi-Zone’’ union but the 
French Zone is still maintained as an independent unit.2@ 

The British Zone in the northwest includes the coal fields and 
heavy industries of the Ruhr as well as ports on the Baltic. The 
United States Zone in the southwest is primarily devoted to 
small-scale agriculture and some industries. The French Zone 
exclusive of the Saar is an area of light industries and certain 
agricultural products. These include light machinery, textile, 
woodworking and leather goods industries; and timber,wine, 
tobacco, and fertilizer and chemicals produced at the great 
plants of Ludwigshaven-Oppau. The Saar is an important in- 
dustrial area with coal mines, steel mills, and considerable pro- 
duction in chemicals and glass. 

During the third quarter of 1947, over-all industrial produc- 
tion in the United States Zone was only 50 per cent of the 1937 
level, and in the British Zone only 37 per cent.™“* During the 


242 A communiqué issued on March 6 after a conference between repre 
sentatives of the western zonal authorities and Benelux, declared: ‘In 
order to facilitate the association of western Germany with the European 
Recovery Program the three delegations concerned further agreed that 
prompt action should be taken to coordinate as far as possible the economic 
policies of the three zones, in such matters as foreign and inter-zonal trade, 
customs, and freedom of movement for persons and goods.” (New York 
Herald Tribune, March 7, 1948, p. 28. 

243 Economic Report, op. c#t., p. 132. 
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last half of 1946, industrial production in the French Zone, ex- 
clusive of the Saar, was only 33 per cent of the 1938 level. In 
the Saar, coal production was 75 per cent, steel 30 per cent, 
chemical industries less than 50 per cent, and plate glass pro- 
duction approached normal.”“° 

This general situation is reflected in the production figures for 
key commodities in 1947. Although production of lignite and 
brown coal was 96 per cent of pre-war,™* hard coal was only 
about 62 per cent.**” Exports of hard coal had dwindled from 
28.1 million metric tons, pre-war, to 11 million tons in 1947.748 
Particularly serious has been the loss of coking coal, since the 
United Kingdom is the only other important Continental sup- 
plier and “the proportion of metallurgical coking coal in United 
States coal exports to Europe has been very low.’’”“* 

The situation with regard to steel is very similar to that of 
coal. In 1946, “Germany ceased to be an exporter, and its 
formerly high domestic consumption dropped to less than one 
fifth of the pre-war level. By comparison with 1937, Europe lost 
almost 1 million to 1.5 million tons of German steel exports 
annually.”*°° About 20 per cent of German steel installations 
were damaged during the war and steel production of ingots and 
castings was only 19 per cent of 1937 production.?™ 

Production rates in other commodities show varying degrees 
of recovery. The chemical industry, which before the war 
supplied most of Europe’s requirements, was operating in the 
spring of 1947 at about 50 per cent of its former production 
level. Output in the textile industry was less than 30 per cent 
of that in 1936 but lumber was up to 95 per cent, flat glass over 
100 per cent,” and gas and electricity nearly 90 per cent.” 


244 Tad 6b Studies, op. cit., Chapter XVII, Germany, p. 54. 

245 

908 Economic Report, op. cit., p. 207. 

247 Ibid., p. 205. 

248 Thid., p. 208. 

249 Tbid., p. 211. 

250 Thid., p. 138. 

261 Ibid., pp. 137-138. 

252 Figure or June, 1947. 

258 Figure for July, 1947. Country Studies, op. cit., Chapter XVII, 
Western Germany, pp. 5-6. 
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“Manufacture of automobiles and trucks was about one 
fifth of the rate. without, however, allowing for the greatly 
increased rate of production of spare and replacement parts.” 
Tractor production, however, is approaching its pre-war level 
of 9.4 thousands annually and in 1948-49 it is hoped to reach the 
figure of 12.6.7 

One of the most serious problems facing western Germany is 
the acute food shortage which is a major factor in delaying 
recovery. Germany was always a food deficit country. Now 
western Germany has lost the agricultural resources of the 
eastern provinces and has also suffered a general lowering of 
production. 

In the Bizonal Area “total agricultural output during the 
1945-46 and 1946-47 crop years has fallen about 20 per cent 
below pre-war, in large part because of shortages of fertilizers 
and imported feed. Indigenous supplies have provided less than 
1,000 calories daily per capita for controlled distribution to 
non-self-suppliers. Food imports during the fiscal year ending 
June 30, 1947, provided another 670 calories, and unrationed 
and black market foods some 300 calories.”*** For the urban 
dweller this represents approximately two thirds of the pre-war 
level. Food consumption of the farm population, on the other 
hand, has been well maintained.?™ 

In the Saar, while food production*™ has remained low, food 
rations have been higher than in the rest of the French Zone. 
Normal consumers’ rations “have been maintained at 4,000 to 
4,500 calories for underground workers and 2,600 to 3,100 
calories for surface workers.”?® 

The general disruption of the German economy and the acute 
shortage of consumer goods has caused resort largely to barter 
as a means of exchange. “Official prices and wages have risen 


254 Tbid., 


255 Sogn Report, op 
~ eae 6 Studies, op. cit, ee XVII, Western Germany, p. 4. 
57 
258 Grain redestlnti has been slightly over 50 per cent of pre-war levels. 
Country Studies, op. cit., Chapter ‘vit, Western Germany, p. 66 
259 Ibid., p. 67. 
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only moderately, but money has to a considerable extent lost its 
functions as the medium of exchange and of value. Owners and 
producers of goods and services increasingly exchange them only 
for other goods rather than for money.”?” 

Even to keep the German economy operating at this low level 
has required considerable imports, particularly of food. The 
deficit with the American continent for 1948 is estimated at 
$1,150 million for the Bi-Zone area and $120 million for the 
French Zone.”** Though the trade deficit has risen sharply 
since the end of the last war it is not a new German phenomenon. 
In 1935, the last year for which complete data are available, 
Germany had a deficit of 102 million reichsmarks despite the 
fact that all reparations payments had ceased.?™ 

The production program for western Germany is expected to 
eliminate almost all deficits by 1952-53 and to result in a favor- 
able balance of trade with the other countries of Western 
Europe.2® The trade surplus with the western European 
countries for the Bi-Zone area is expected to increase from $100 
million at the beginning of the program, to $240 million by 
1951-52." Though recovery in the French Zone, exclusive of 
the Saar, may be slightly slower, it is estimated that the area 
will show a total surplus shortly after 1952.2 The position of 
the Saar is even more favorable. “. . . On the basis of prevailing 
world market prices the Saar will have a substantial surplus 
in its balance of payments with all areas, probably above $100 
million, each year... . The Saar will have a small deficit with 
the U. S. so long as it depends on the U. S. for a portion of its 
grain supply.””*° 

The achievement of these goals will require a level of industrial 
production more than double the present one, and about equal 
to that prevailing in 1936. This represents a departure from the 
Potsdam Agreement under which certain key commodities were 


260 Country Studies, op. cit., ara XVII, Western Germany, p. 9. 
261 Economic Report, op. cit., 186. 

262 Country Studies, op. cit., a otes XVII, Western Germany, p. 24. 
263 Ibid., p. 49. 

264 Ibid., p. 51. 

265 Ibid., pp. 58, 63. 

266 Ibid., p. 70. 
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to be strictly limited or prohibited in order to avoid the dangers 
of creating an industrial machine which could be readily adapted 
for war. The basic problem is to balance the needs of the other 
European countries for German production against the necessity 
for effective permanent demilitarization. 


Austria 


The geographical position of Austria endows it with an im- 
portance far in excess of its size or its population of less than 
7,000,000. Situated on the Danube, the most important water- 
way of Central Europe, Austria has served as a principal trans- 
port and commercial center and has had a “traditional role of 
intermediary between the East and West in Continental 
Europe.’”*" Like Germany, it is now operating under the 
handicaps of a quadripartite military occupation. Unlike 
Germany, it is considered as a liberated country and possesses 
its own government which functions “subject only to the con- 
trols reserved to the occupying powers in the New Control 
Agreement for Austria of June 28, 1946.”"** Under this Agree- 
ment the four occupying powers have pledged themselves “to 
assist the Austrian Government to recreate a sound and demo- 
cratic national life based on stable economic and financial 
conditions.”*™ 

These objectives will not be easy of attainment. Austria has 
never been self-supporting since the dissolution of the Austro- 
Hungarian Empire at the close of the first World War. At the 
present time the situation is further aggravated by the effects 
of the war, the necessity of disentangling Austrian economy 
from that of Germany, the artificial barriers of military zonal 
occupation, and the growing tension between East and West. 

From April 1945 to January 1947 Austria received loans, 
credits, and relief assistance of approximately $281 million from 
UNRRA, the United States, and the United Kingdom.?” The 
deficit on current account for 1947 is estimated at $293 million, 


267 Country Studies, op. cit., Chapter II, Austria, p. 48. 
268 Jbid., p. 1. 
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88 per cent in dollars and 10 per cent in British pounds.?” 
General ‘‘imports have been at the minimum level necessary to 
prevent disease and unrest, preserve political and social stability, 
and allow very slight assistance to economic reconstruction.””” 

In 1945 industrial production fell to less than one fourth of the 
pre-war level*™ but had risen to approximately 50 per cent?” 
by the end of 1947. “In addition, receipts from services and the 
tourist trade, which in 1937 amounted to almost 20 per cent of 
total receipts, have been negligible in the postwar period.””” 
Agriculture, which before the Anschluss supplied about 70 per 
cent?’® of Austrian food requirement, ‘now produces between 
50 and 60 per cent of the 1937 output.””?"" “A spurt in Austrian 
exports during the first half of 1947 brought exports of that 
country to about one-third of pre-war exports by the middle of 
the year, followed by a decline in the summer months.”?” 
During 1947 exports paid for only 14 per cent of total imports.?” 
In Austria, as in Germany and Rumania, there has been serious 
inflation and a flourishing black market. 

Although the prices of controlled goods show a relatively moderate up- 
ward movement, the cost-of-living index increased during 1946 to about 
thirty-three per cent above 1945. Prices on the black market in August 
1945, however, were more than 100 times the controlled prices in many 
instances. By January 1947 black market prices had fallen substantially 
below the level in August 1945, but recently resumed their upward course.7 

Despite the general low level of industrial production, how- 
ever, production in a few fields has already exceeded the 1937 
rate and plant capacity in some instances was substantially 
enlarged during the German occupation. The most significant 
increase has been in the production of electricity which during 
the first nine months of 1947 was 170 per cent of the 1938 


271 Foreign Exchange Position, op. cit., iP 74. 
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monthly average of 152 million kilowatt-hours.”™ As a result 
of the German occupation, “hydroelectric power capacity at 
present is 35 per cent greater than in 1937. Crude oil production 
has been raised from 35,000 tons to almost a million tons yearly. 
.. . Crude-iron and steel capacity remains very much greater 
than in 1937. The ball-bearing, aluminum, and nitrogenous 
fertilizer industries and a few others expanded by the Germans 
also retain a capacity today which is greater than in 1937.”"™ 
It is estimated that by 1951-52, Austria should be in a rela- 
tively stable economic position and once again able to make a 
modest but important contribution to European recovery.”™ 
Substantial increases are planned in production of pig iron 
(almost 65 per cent above 1937) and crude steel (about 54 per 
cent above 1937),” which would permit materially larger iron 
and steel exports than before the war and also facilitate resump- 
tion of machinery exports. Further, the textile and the wood 
and paper industries are expected to recover the levels of 1937, 
when they accounted for 22 per cent and 23 per cent respectively 
of Austrian exports.”*° Electric power, a key factor in the 
Austrian economy both as a source of exports and a domestic 
substitute for coal, is expected to be approximately 280 per cent 
of pre-war levels.?** Other projected developments should make 
possible exports of aluminum, chemicals, nitrogen,”*’ and 
petroleum.” The fulfillment of these assumptions depends on 
“favorable political developments, a tolerable settlement of the 
German assets problem, efficient organization of industry, and 
effective controls over the allocation of scarce materials.”*** 


281 [bid., p. 141. 

282 Country Studies, op. cit., Chapter II, Austria, p. 10. 

283 Ibid., pp. 47-48. 

284 Ibid., p. 36. 

285 Ibid., p. 37. 

286 Ibid., p. 30. 

287 Approximately 50,000 tons of nitrogen per annum. (Country Studies, 
op. cit., Chapter II, Austria, p. 34). 

288 Ibid., pp. 5-6. 

289 Tbid., p. 35. 





a Ct cme ek) ioe 


Sad achalasia Gigi 





2 SMTA ot) aI" I alr MDE Atheletes dean 


OE ne a rile a KARL tS 


CHAPTER V 


CONDITIONS IN THE MIDDLE EAST 


The eighty-six million people who inhabit the four and three- 
quarter million square miles of impoverished and under-devel- 
oped territory that comprises the Middle East stand at the cross- 
roads between Europe, Asia, and Africa. They hold a strategic 
key to future peace. This area contains some of the world’s 
largest known oil reserves (an estimated 40.9 per cent of esti- 
mated world reserves in 1947), and approximately 9.5 per cent 
of present world output.2® Industrial development has been on 
a very restricted scale and is limited almost entirely to the 
processing of the abundant raw materials, such as textiles, 
sugar and other food processing manufactures, cement and 


chemical industries. 

In terms of its international economic relations, the Middle East as a 
whole is a deficit area, usually depending on imports for its capital require- 
ments as well as consumer commodities. In the 1930’s Turkey, Iran and 
Egypt usually had an excess of exports over imports while Iraq, Lebanon, 
Syria, and Palestine had a substantially passive balance of trade. . . . 

Among the developments which took place during the war years, the 
substantial growth in the inter-regional trade of the Middle East is very 
significant. . . . Various measures of co-operation and co-ordination in the 
field of commercial exchange, taken by the States that are members of the 


- Arab League—which is now considering the establishment of a customs 


union—contributed to that growth in inter-regional trade. . . . 

While Turkey maintained its export surplus during the war years, Egypt 
and Iran developed a substantial deficit in their trade accounts. In the 
other Middle Eastern countries the deficits in their commodity accounts 
continued, though with wide variations from year to year.”*! 

All the countries of the Middle East experienced inflation during the 
war, the main source of which was the huge military expenditure made in 
this area. . . . Beginning in 1940, prices moved upward at a rather moderate 
rate. A steep increase, however, took place in 1941, and inflationary pres- 
sures became pronounced from 1942 to 1945.79 


However, despite minor shifts in the economy of the Middle 
East as a result of the war, the basic economic structure re- 
mained relatively unchanged. 
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Agriculture is still the main occupation, and land the main economic 
asset. However, some significant developments resulted from war condi- 
tions. With the ruling out of possibilities for major irrigation works to extend 
the cultivation of land, and population growth continuing at a high rate, 
the need for certain adjustments in the structural organization of agricul- 
ture was increasingly recognized. Iran and Turkey moved towards such an 
adjustment through limited small-scale agrarian reform, while in Egypt a 
similar proposal was under consideration. In addition, quantitative as well 
as qualitative shifts took place in agricultural production, resulting in an 
increase in the output of cereals and other food products at the expense of 
commercial crops. Whether a complete return to the old pattern will take 
place will be influenced largely by price structures, both local and in world 
markets. While it cannot be claimed that the increase in good crops has 
led to any substantial improvement in the very low nutrition levels in the 
Middle East, it is certain that a significant beginning has been made.?® 

Expansion of agricultural output of any substantial dimensions 
will require—besides outside aid in equipment, fertilizer, and 
seed—changes in land tenure systems, development of irrigation 
(a pressing need in every country in the area), improvement in 
methods of cultivation, marketing, and storage. These measures 
require long-range planning, and foreign capital. 

War conditions adversely affected the development of mineral produc- 
tion in most cases except for particularly indispensable products. This was 
mainly owing to the acute shortage of mining equipment and machinery 
normally imported from abroad, and in certain cases owing to military 
operations and international conditions.?™ 

Except for increased coal output in Turkey’ and greatly 
expanded production of oil in Iran, Iraq, Saudi Arabia, Bahrein 
and Kuwait, output of industrial raw materials in this area 
declined during the war years. In Turkey, for example, output 
of iron ore decreased from 231,316 metric tons in 1939 to 112,200 
tons in 1946 and chromite ore declined from 183,285 metric 
tons to 146,997. Production of copper, however, was increased 
from 6,736 metric tons in 1939 to 10,046 in 1946.2 iss 

The one product of which there was significant expansion in 
output during the war, indeed the greatest in the world, was oil. 
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Mippiz East O11, Propuction, 1939 AND 19467%" 
1939 1946 

(Thousands of barrels) 
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Other territories: 

aes hae Cy a Rice OLN 7,589 8,010 

TL oom cess voy ok taeda cia 5,990 

ak ik wads o-yandineiiiantn eakinrenlih 125,131 260,927 


Source: World Ailas, 1947. 


Despite the extraordinary increase in output recorded above, 
world production has not been able to keep pace with the 55 
per cent increase in consumption since 1938.2 The United 
States alone now consumes 64 per cent of the world’s oil, as 
against 57 per cent in 1938. 

Development programs have been adopted for three of the 


countries in this area: 


Following the establishment in 1946 of a Supreme Planning Council [in 
I ran], a Seven-Year Development Plan was started in 1946 and 1947, with 
a total envisaged investment of approximately $900 million. Expenditures 
on public health make up more than one-half of the total and agriculture 
and irrigation make up one-fourth. Foreign capital is expected to provide 
about one-third of the total cost. A Bank of Industry and Mines, capitalized 
at $75 million, was established in 1946. In the same year, a law was passed 
providing for the estates of the ex-Shah and the State crown-lands to be 
distributed among landless farmers. Irrigation schemes include the con- 
struction of ten dams to irrigate 150,000 hectares of cultivable land. The 
coal mines in the Teheran area are to be developed. Industrial development 
will rely largely on State ownership. 

Iraq has announced a five-year programme for railway improvement, at 
a total cost of $20 million. A long-range road-building programme is being 
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worked out by a committee of five experts. Among several irrigation 
schemes, the Habaniyan project is the most noteworthy. Credits for assist- 
ing private industry are allocated from the State budget... . 

The Turkish Five-Year Plan announced in 1947 covers industrial de- 
velopment in the main. Its details are not as yet complete, but it is believed 
to aim at increased production of iron, cement, glass and textiles in order - 
to replace current imports. A steel capacity of 300,000 tons is one objective. 
The five-year programme for transportation envisages an average annual 
expenditure of about $8 million. Because of its Five-Year Plan of 1934, 
Turkey is the pioneer of development planning in the Middle East. A Land 
Law providing for redistribution of land was enacted in 1946. Turkish 
irrigation and drainage schemes for the next seven years will cost more 
than $80 million. Two State banks control industrial development.” 


299 Economic Report, op. cit., pp. 250-252. 
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CuHapter VI 
CONDITIONS IN ASIA AND THE FAR EAST 


In Asia and the Far East live approximately 1,220 million*” 
people—more than half the world’s population. Rich in resources 
and potentially a great market for the products of the industrial- 
ized West, the region is still on the threshold of economic de- 
velopment. Nearly three fourths of its gainfully employed popu- 
lation are engaged in agriculture, from which they obtain a bare 
subsistence livelihood. 

This traditionally low standard of living has been further 
impaired by war devastation, reduced production, shortages of 
essential supplies and credits, reduction of already inadequate 
transport facilities, distortion of trade patterns, extreme in- 
flation and, in several countries, post-war civil strife. 


Millions of people are living under the threat of starvation because of 
floods, droughts, plagues, and difficulties of transportation, the incidence 
of these various factors being enhanced by political disturbances. The 
population growth adds to the pressure on the scarce material resources, 
particularly in those areas of low economic activity that were subjected to 


Japanese occupation during the war.*% 

The serious shortage of staple food grains has transformed the 
region from a pre-war net exporter of food products to a net 
importer. Furthermore, the virtual elimination of Japan as a 
market for raw materials and a major supplier of goods and 
equipment has radically altered the economic balance. 

Foreign trade in the Far East, with the exception of that of China, India 
and Ceylon, came to an almost complete standstill during the Japanese 
occupation. Such overseas exports as took place were mainly directed to 
Japan, and were, in fact, in the nature of a war tribute uncompensated by 
imports from Japan. Most of the countries of Asia therefore did not ac- 
cumulate foreign exchange balances needed for post-war reconstruction 
and development or repayment of debts.*? 


The persistent shortage of essential goods and in some in- 


300 Estimate for December 1935, including Turkey, and excluding the 
Asian part of the U.S.S.R. Figure obtained from Population Division, 
United Nations. 

301 Economic Report, op. cit., p. 70. 

302 Tbid., p. 84. 
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stances disproportionate military expenditures, has driven 
cost-of-living indexes sharply upwards in most countries. While 
changes in price levels have been fairly moderate in Ceylon, 
India, and British Malaya, in Burma and the Philippines food 
prices have risen some 375 per cent. The cost of living in Siam 
has risen over 1,300 per cent, in Indonesia approximately 1,500 
per cent, in Indo-China almost 2,700 per cent, and in North 
Borneo about 3,900 per cent. In Japan prices have been rising 
at a rapidly accelerating rate. ‘‘In China the astronomic figure 
which the index of workers’ cost of living in Shanghai had 
reached by February 1947 was nearly quadrupled in the follow- 
ing seven months.”’ 

Although food production as a whole for 1947-48 is expected 
to be approximately equal to that of the previous year, the level 
is still substantially below pre-war and represents an even greater 
deficiency in terms of per capita requirements. Since 1935, the 
population has increased by 110 million.*™ Rice, which is the 
principal article of diet, for two thirds of the Asian inhabitants, 
is still six to seven per cent below the pre-war average. 

At present, with the exception of the Philippines, where pro- 
duction and export of copra have been expanded considerably, 
general production and consumption of fats and oils in the Far 
East remain far below pre-war levels. The shortage of fats and 
oils is particularly marked in Japan, chiefly as the result of the 
decline in the whaling industry. In addition, 


increased population and increased incomes in some of the former supply- 
ing areas have materially increased their domestic consumption. In order 


303 Ibid., pp. 86-87. The Report further points out that: ‘Since price 
ceilings as a rule are imposed on many if not all of the necessities covered 
in the cost-of-living computations, the index numbers quoted above ob- 
viously understate the rise in prices to the extent that higher prices are 
actually paid for the commodities in question by the consumers, a condi- 
tion commonly prevailing in the countries under review. Furthermore, by 
reason of their structure and of the methods applied in their computation, 
cost-of- living indexes tend to register oribeleedl changes only with a certain 
time lag.” p. 87. 

304 Figure based on estimates for December 1985 and June 1946, includ- 
ing Turke and excluding the Asian part of the U.S.S.R. Figures obtained 
from the Population Division, United Nations. 
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ANNUAL PRODUCTION OF RICE IN PRINCIPAL Far EASTERN 
PropucinG AREAS 
Pre-war average, 1946/47 and 1947/48° 


Pre-war 


(1934/35-1938/39) 1946/47 1947/48" 
(Millions of metric tons) 











fall gp i ee 7.4 3-9 4-9 
China (22 provinces)....... 50.1 47-4 48.1 
So s-a sa hans Bs o Ae ea 1.7 0.8 1.4 
Se os cs ates bok ieee 38.9 42.9 40.4 
I «sys ch uh orate 6.3 4.1 3-9 
co Rn AS Ht i 6.4 5.6 5-5 
I na Vi 4 05 8 ss GeO II.5 11.5 11.2 
ec eae ay cae ite 3-9 2.2° 2.7° 
Malayan Union............ 0.5 0.4 0.5 
assis + + 0:05 ke ibe a0 0.6 0.8 0.3 
CR sass + vous eb ee > 2.2 2.0 2.2 
SE ro UG sek ve eS ec cs 4-4 3-7 4.2 

Le ctw side ad Ane 133.9 125.3 125.3 


* Preliminary estimates based on reports received by Food and Agri- 
culture Organization and the United States Government. 

of oe and Madura. 

¢ South Korea only. 


to provide pre-war supplies for Europe it will be necessary to increase pro- 


duction in some of these areas considerably above pre-war and also to 
develop new supplies in other areas which have some underutilized land 


resources. 

Sugar production in the Far East is generally far below pre- 
war levels. In the Philippines the estimate for 1947 is only 18.5 
per cent of the pre-war output of 852,000 tons,°” and the high 


305 Economic Report, op. cit., p. 195. 

306 European Recovery and American Aid: A Report by the President's 
Committee on Foreign Aid, Parts One and Two, mimeograph edition, 
November 1947, e, Eo. (Hereafter cited as Harriman Report.) 

307 Economic Report, op. cit., p. 71. 
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production of the war years in India®®* has been receding since 


09 
1944.” 


The over-all effect of conditions in the Far East on the world 
food situation was summarized by Secretary of Agriculture 
Anderson during the Senate hearings on the European Re- 
covery Program :*”” 


Before the war the Far East was annually an exporter of four and a 
quarter million tons of foodstuffs, a large part of which went to Europe. In 
1947 the Far East was net importer of six and a half million tons. That is 
almost 11,000,000 tons of food which could have gone elsewhere last year 
if the Far Eastern economy had been back to its old export levels. Eleven 
million tons is equal to well over half the total food exported from the 
United States last year. 

Although tea production in India and Ceylon, the principal 
producing countries, accounting for 96 per cent of world exports 
in 1946, was maintained at pre-war levels, war devastation 
caused a considerable decline in production in China, Indonesia, 
and Japan.*™ 

Effective world demand is estimated at 860 million pounds, while the 
visible supply in the 1946-47 tea year totalled 684 million pounds, thus 
leaving a deficit of over 150 million pounds.*!” 

The sharp fall in the production of raw cotton in China from 
848,800 metric tons in 1936 to 550,000 in 1947°* and the war- 
time expansion of food cultivation at the expense of cotton in 
India have seriously reduced the output of the two principal 
producers. Furthermore, India, the only exporter of raw cotton 
in the East, has developed its own cotton textile industry thus 
absorbing a substantially greater proportion of output. 

Jute production in India and Pakistan, which account for 





308 3.6 million tons in 1943. Economic Report, op. cit., p. 71. 

309 However, the world situation with regard to sugar is not unfavorable: 
‘Prospects for sugar production are good, especially in the major producing 
country, Cuba, where a crop close to the record one of the previous year 
is expected in 1947 /48."" Economic R , op. cit., p. 196. 

310 European Recovery Program,, Hearings before the U. S. Senate 
Committee on Foreign Relations, Bightieth Congress (Part I, January 
1948) P- a 

conomic Report, op. cit., p. 72. 

13 Thad » Op. cit., p. 72 

313 [bid. 
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about 98 per cent of world output, has declined through diversion 
of jute land to rice growing. Production of Manila hemp in the 
Philippines, which before the war accounted for 10 per cent of 
the total value of the country’s exports, has been retarded by 
the lack of skilled labor and by difficulties involving title to 
former Japanese-owned estates, and there has been no revival 
of production and exports of fibers in Indonesia.*" 

The recorded production of raw silk in Japan, which before 
the war amounted to three fourths of the visible world supply, 
had fallen by 1946 to 1o per cent. In China which had produced 
one tenth of the recorded supply as well as “a large unrecorded 
production,’*"® output had been cut in half by 1946. This re- 
duction was due not only to war damage, shipping and financial 
problems, but also to the loss of export markets as a result of 
synthetic substitutes. 

Another product facing an uncertain future because of com- 
petition with synthetics is rubber; its production has already 
recovered to the pre-war average, although in Indonesia, formerly 
the largest source of supply, production is still only half of pre- 
war volume.*”* Inasmuch as rubber has been a major source 
of income for many countries, the large synthetic rubber capacity 
in the United States*"” may create a serious economic problem in 
this region when Indonesian production recovers. 

In the mineral field, production is below pre-war levels in 
practically all the devastated producing countries, largely 
because of the destruction of equipment, the dislocation of the 
transport system, and in some areas the prevalence of civil strife. 

Destruction of mining installations and oil refineries, for the restoration 
or replacement of which requisite capital and materials are lacking, has so 
far prevented resumption of oil production in Burma. In Indonesia, oil 
production in 1947 amounted to only five per cent of the pre-war output. 

Tin mining in Burma at present is negligible. Production in Malaya is 
only about fourteen per cent of the pre-war output; but in Indonesia, where 


314 Economic Report, op. cit., pp. 72-73. 

315 [bid., p. 73. 

316 [bid. 

317 Production of synthetic rubber in the United States and Canada was 
600,000 long tons in 1947 as compared with a world output of natural 
rubber of 1,235,000. Economic Report, op. cit., p. 73. 
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new dredges, ordered during the war, were available, production has re- 
covered to the pre-war level. 

In the Philippines, restoration of gold and iron production is delayed by 
technical obstacles, while silver production has risen slightly above, and 
coal production well above, pre-war levels. 

Mineral production in China is only a fraction of what it was before the 
war, and owing to dislocation of transport and other disturbances, the ore 
mined cannot be made readily available for export or to domestic industries 
in acute need of it. 

Textile manufacturing in the region lags far behind the needs. In China, 
whose cotton spinning and weaving industry before the war produced 
about 55 million kilogrammes of yarn and nearly 1,100 million metres of 
cloth annually, the output of cotton products has greatly declined. Only 
some 3 million cotton-spinning spindles have been operating in 1947, com- 
pared with 5 million spindles installed before the war... . 

India’s cotton cleth production, averaging nearly 3,800 million metres in 
1937 to 1939, rose to a war-time peak of 4,450 million in 1943, but fell back 
to but little over 3,500 million metres in 1946 and may prove to have de- 
clined further in 1947. . . . Similarly, India’s cotton yarn production, having 
risen from a pre-war average of 560 million kilogrammes to a peak of 762 
million in 1943, dropped to 600 million kilogrammes in 1946 and continued 
receding in 1947.... 

By the end of the war, Japan was left with only 3.8 million of its pre- 
war 11.5 million cotton-spinning spindles. 

Japan has fared no better in other industries particularly the heavy 
industries, a field in which India made substantial progress during the early 
years of the war. The incipient heavy industries in China, apart from Man- 
churia, were all but annihilated by the enemy aggression that preceded the 
world-wide war. They have as yet been restored only in part and are not 
capable of satisfying any large proportion of the requirements, which have 
meanwhile greatly increased." 


Though the trade of this area represents a relatively small 
part of total world trade it was a major source of national income 
for the Far East and it also provided essential food and raw ma- 
terials to industrialized. countries. 


Before the war inter-regional merchandise trade accounted 
for somewhat under forty-five per cent of aggregate imports and 
forty-two per cent of aggregate exports as recorded in the official 
statistics. 


With the virtual elimination of Japan as supply and purchasing centre 


318 Economic Report, op. cit., pp. 75-76. 
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Exports Imports 
1938 1946 1938 10946 
(Millions of U. S. Dollars) 


I. Total world trade. .... 22,600 33,200 25,000 34,000" 
II. Trade of principal Far 
Eastern trading terri- 


NP iin ic tes, 3119 2,375 3,179 3,281° 
(Per cent) 
II as percentage of I.. 13.7 7.2 12.7 9.7 


Source: Statistical Office of the United Nations. 

® Total of recorded imports which in most cases exclude UNRRA de- 
liveries and various other government purchases, and also exclude freight 
and insurance on imports into the United States, Canada, the Union of 
South Africa, and some other countries. 

> Territories specified in subsequent table. 

© Total exports of the United States to the Far East were $1,328 million 
in 1946, or forty per cent of the Far-Eastern imports here shown; in 1938 
the corresponding ratio was approximately eighteen per cent.319 


and the increase of the United States’ share in Asia’s trade it would seem 
that the region’s dependence on the outside world has grown in post-war as 
compared with pre-war years. The increase in the share of Australia in 
Asia’s trade has been remarkable. Australian exports to Asia rose from 
47-6 million dollars in 1938 to 1939 to 192.2 million dollars in 1946 to 1947, 
while imports from Asia increased from 66.7 to 108.5 million dollars. Canada 
and New Zealand have also increased their trade with the Far East con- 
siderably and are likely to expand it further as the economically advanced 
countries in the Pacific area or bordering on it tend to replace in increasing 
degree the industrial countries of Europe as suppliers of manufactured 
goods to the under-developed parts of the area.®”° 


This change in the economic pattern of Asia and the Far East 
is accompanied by increasing emphasis on industrialization and 
the use of domestic as opposed to foreign capital. 


In all the countries of the Far East, except Japan with its highly developed 
and diversified industrial system, foreign capital has played a predominant 
part in the development of the major industries. The large foreign invest- 
ments made in the industries of India and Ceylon prior to the war were 
predominantly British. During the war much of this capital found its way 
back to Britain. In Burma, Siam, Malaya, Indo-China, the Philippines, 


819 Economic Report, op. cit., p.83. 
820 Ibid., p. 85. 
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and Indonesia, foreign capital has fostered the development of teak, rubber, 
and vegetable oil production, mineral extraction and oil refining. In China, 
before the war, foreign investments controlled practically all the railways, 
two-thirds of the shipping industry, most of the iron mines and over half 
of the coal production, while small-scale industries as a rule were run with 
Chinese capital. Small-scale, light industries, in fact, offered a favourable 
field for native capital throughout the region. The tendency of domestic 
capital to assume an increasing share in the development of major industries 
also, a trend that began to assert itself some time before the war, has gained 
in force with the political changes brought about or precipitated by the 
war and is manifesting itself most actively in India and China and also in 
the Philippines and Indonesia.**4 


Production programs in this region stress not only a return to 
pre-war levels but a greatly accelerated rate of industrialization 
and increasing self-sufficiency. 


Rehabilitation programmes have been drawn up in the various countries 
of the region to promote expansion of food production. With the assistance 
of UNRRA, China achieved the restoration of the Yellow River to its 
original course, whereby about 2.3 million acres of cultivable land have 
been reclaimed. UNRRA has also assisted in re-equipping the fishing in- 
dustry and has been instrumental in setting up a National Agricultural 
Engineering Corporation and providing local centres for manufacture and 
distribution of agrieultural implements. Additional projects look to the 
completion, within a three-year period, of the effective irrigation of ap- 
proximately 270,000 hectares of land, with the anticipated result of in- 
creasing the annual production of rice by 200,000 tons. 

India is pursuing a plan for increasing its food-grain production. The 
target set by this plan is an increase, by 1951/52, of three million tons in the 
annual output of food grains. The schemes devised to this end cover re- 
search, improvement in fertilizers, implements and irrigation, and technical 
training of personnel. Similar, though less comprehensive, programmes 
exist in other Asian countries.>” 

Endeavours are being made in practically all Asian countries to encourage 
national shipping by various means and to promote the development of the 
national merchant fleets. In China*** foreign firms are now excluded from 
coast-wise and internal shipping. In India*“* a commission was set up in 


321 Tbid., p. 77. 

322 Ibid., p. 74. 

323 “At the present time, according to statistics compiled by the Naviga- 
tion Bureau of the Ministry of Communications, China has 1,017 sea-going 
vessels and 1,601 river boats, totalling 808,815 tons.” Economic Report, 
op. ctt., p. 79. 

824 ‘‘In December 1946 the total shipping tonnage was 200,000. Ships at 
present under construction will add another 150,000 tons to that total by 
the end of 1948."" Economic Report, op. cit., p. 79. 
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1945 to study the possibilities of a national shipping policy which would 
increase India’s participation in the trade within Indian waters and between 
Indian ports and the outside world. The recommendations of the commission 
have been accepted in principle by the Indian Government. The avowed 
goal is to reserve the coast-wise trade of India for Indian ships and to have 
seventy-five per cent of the kindred coast-wise trade with Burma and Ceylon 
carried by Indian ships within the next five to seven years. 

In Indonesia indigenous companies are supported and ships are given 
them on credit to promote a national shipping policy. Siam’s share in its 
external shipping is now about six per cent, after a recent purchase of vessels. 
The Government of the Philippines has been able to purchase or charter a 
considerable number of ships from the United States. With American aid, a 
large shipyard will be built, comprising four docks to accommodate ocean 
vessels; the Philippines ocean shipping fleet has increased from 82,248 tons 
in 1936 to 100,004 tons in 1947. 

As ship, rail and road connexions have become more difficult, increasing 
use has been made of air transport facilities. Many of the countries within 
the area have concluded agreements with each other and with western 
nations whereby national airline companies are permitted to establish trans- 
boundary service on a reciprocal basis. . . .326 

China’s Five-Year Plan, covering the period 1946 to 1950, envisages a 
capital outlay equivalent to $7,300 million. Of this total, almost two-fifths 
will be devoted to transport and trade, about the same proportion to mining 
and industries, and the rest to power and agricultural development. The 
plan provides for the raising of half the required finance from domestic 
resources, and half from abroad.®?” 

In India, great interest is taken in development planning and the Domin- 
ion Government has plans for railway, highway and industrial develop- 
ment. An Advisory Planning Board was created in 1946. The Government 
is planning to undertake and cperate many large hydro-electric projects, 
such as the Damodar project, and large government-owned artificial 
fertilizer factory is understood to be nearing completion... . 

Information relating to India and Pakistan indicates that the plans of 
central and provincial governments will involve about $5,000 million. 
Electrical development, railways, roads, and education, in that order, will 
account for the greatest expense.* 

The Reconstruction Finance Corporation started operating on 2 January 
1947 and up to 30 April 1947 approved almost 900 loans amounting to 25 
million Philippine pesos, more than half of which represented real estate 
loans and over one-third industrial loans. 





325 Economic Report, op. cit., p. 80. 
326 Ibid., p. 82. 

327 Ibid., p. 248. 

328 Tbid., p. 249. 
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Definite plans for industrial rehabilitation and development have not 
yet been announced officially. There are indications that they will cover a 
period of fifteen years with an envisaged expenditure of 3,200 million 
Philippine pesos, to be divided equally between industries on the one hand, 
and social services such as housing, hospitals and schools, on the other. 

Important programmes in the field of economic development have been 
pursued by the National Development Company, which, by the end of 
1946, had invested 32 million Philippine pesos, including the following: 
cement, 18.5 per cent; food production, 30.5 per cent; textiles, 4.5 per cent; 
coal mining, four per cent; pulp and paper, three per cent; steamship opera- 
tions, twenty per cent; airlines, 7.5 per cent. 


An essential prerequisite for the achievement of these pro- 
ductive programmes is the development of a corps of technically 
trained personnel. For this reason major emphasis has been 
placed by almost all countries on technical education. 


... The Chinese Government instituted a programme under which over 
1,500 Chinese nationals have received or are receiving intensive training 
in the United States, for the greater part under Lend-Lease arrangements, 
and chiefly in the economic field. Moreover, between 1941 and 1947, ac- 
cording to a statement by the Ministry of Economic Affairs, 4,383 workers 
in various industries and 6,677 workers in government administration 
received training in China and further plans for vocational and industrial 
training are under consideration by the Chinese Government. 

.... For the year 1947 to 1948, the Indian Government has furnished 180 
scholarships of different kinds, mainly for studying engineering, agricultural 
techniques and animal husbandry, in foreign countries. On the recom- 
mendation of a scientific man-power committee a programme has been 
instituted to provide financial assistance for the training at universities 
and assimilated technical institutions in India of some 27,700 professional 
engineers, while as a correlative measure, all industrial establishments have 
been obligated by law to admit technical trainees for practical work. An- 
other scheme which came into effect in January 1946 is designed to provide 
for the technical training of 30,000 demobilized soldiers per year in agri- 
culture, cottage industries, commercial occupations, and other trades. 

Similar measures are being attempted or are contemplated by the authori- 
ties in several other countries of the Far East as an integral part of their 
industrial reconstruction and development plans. 


329 Ibid., pp. 251-252. 
330 Ibid., p. 78. 
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CuaptTerR VII 
CONDITIONS IN AFRICA 


The continent of Africa with almost 148,000,000 inhabitants 
contains the great bulk of the world’s non-self-governing terri- 
tories. As a consequence, its economic recovery and development 
are largely dependent upon the restoration of the economies of 
the metropolitan countries—principally Belgium, France, and 
the United Kingdom. Europe normally received 80 per cent of 
Africa’s merchandise exports and was the source of two thirds 
of Africa’s imports.*** 

The rich natural resources are largely undeveloped, and 
Africa has played a relatively minor role in the international 


exchange of goods and services. 


PARTICIPATION OF AFRICA (EXCLUDING EcyptT) 
IN WorLp TRADE, 1938 AND 1946°™ 


1938 1946 (estimate) 
Ex- Im- Ex- Im- 
ports ports Total ports ports Total 
(Millions of U.S. dollars) 


World total. .... 22,137 24,864 47,001 33,710 39,450 73,160 
Africa, except 
Egypt 
Amount 873 1,382 2,255 1,492 2,218 3,710 


PerCentofTotal 3.9 5.6 4.8 ‘4.8.8. oom 
Source: Data supplied by the International Monetary Fund. 


The effects of the war on Africa varied sharply in different 
regions. Some suffered direct war damage,** others, economic 
deterioration,®*** and some “in spite of certain shortages, ex- 


perienced a net expansion of activity.’ 


331 Economic Report, op. cit., p. 118. 


332 Ibid., p. 105. 
333 Tunisia, Tripolitania, Cyrenaica and, to a lesser extent, Ethiopia, 


Eritrea, British Somaliland, and Italian Somaliland. Economic Report, 


op. cit., p. 104. 
334 Algeria, Morocco, Madagascar, and French Tropical Africa. 


335 Economic Report, op. cit., p. 104. 
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The war interrupted the economic expansion, particularly in primary 
products, of French West Africa.*** The territory before the war was second 
to India as a producer of ground-nuts, was the world’s fifth largest producer 
of palm-oil, and was an important producer of palm-kernels, karite nuts, 
and karite butter. In 1942, after a lapse of two years, the territory resumed 
its participation in the Allied war effort; but while the Allies emphasized 
oleaginous products and rubber, production of other items stagnated. 
Isolation from France led, as in other parts of Africa, to industrialization on 
a very limited scale, including expansion of plant for the manufacture of 
soap, tanning, processing of fish, production of chocolate, and the like. 
Local conversion of raw products into ground-nut oil and oil cakes is under- 
taken more extensively now than before the war, and exports of ground-nut 
oil and oil cakes were higher in 1946 than in 1938. However, these increases 
are insufficient to compensate for major declines in exports of ground-nuts, 
palm kernels, palm-oil, karite nuts and karite butter. To cite one case 
among the oleaginous products, exports of ground-nuts of 170.1 thousand 
tons in 1946 were at only one-third the pre-war level (538.2 thousand tons 
in 1938). The situation in respect of coffee, live animals and precious woods 
was more satisfactory in 1946, but cacao production was slightly more than 
half the 1938 total. Cotton production was about one-third that of 1938. 
Exports of fresh bananas in 1946 were only one-ninth of those in 1938; a 
minor quantity of dried bananas was, however, exported. The territory’s 
adverse balance of merchandise trade, which in 1946 amounted to 1,870 
million metropolitan francs, is aggravated by the shortage of ‘hard’ cur- 
rencies.**7 

In 1946 French North Africa achieved major gains in production, recon- 
struction of transport facilities and exports, notwithstanding the shortage 
of shipping; the general situation in respect of non-agricultural production 
and exports is evolving favourably in 1947. A number of sectors of the 
economy have reached or exceeded pre-war levels of activity. Over-all 
industrial production is high, reflecting war-time increases in industrializa- 
tion and a continued inflow of capital in the post-war period. The production 
of minerals, notably of phosphates, has made rapid strides, although exports 
of Algerian iron-ore in 1946 were only half of those in 1938. Export sales in 
certain cases have been restricted as a result of mounting inflation. 

The principal immediate problem of the region centres about the ab- 
normally low level of agricultural production; the consequences are intensi- 
fied by a rapid rate of population increase. The area has shifted from its 
pre-war position as a net exporter of cereals to a net importer.**8 It is 


336 The largest and most acutely affected by the war of the French 
West African territories whose total volume of exports in 1945 was half 
that of 1938. Economic Report, op. cit., p. 109. 

337 Ibid., p. 109. 

338 The low level of agricultural production reflects, in addition to war- 
time conditions, a succession of adverse seasons. Economic Report, op. cit., 
p. 106. 
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currently unable to export significant quantities of animal products con- 
tinually. War-time neglect and blight have seriously affected viticulture, 
Production of oils and fats is below pre-war levels, while demands of the 
local population have increased. The shift in the agricultural position, 
reinforced by equipment and supply needs, has resulted in appreciable 
deficits in the balance of payments; and the area has required and continues 
to need, substantial external assistance. The recovery of the region, particu- 
larly of its agriculture, is essential to the restoration of regional equilibrium 
and constitutes a critical phase of general European recovery. ’ 


The British areas in Africa fared considerably better than the 
French, and there has been a steady increase of exports. Emerg- 
ing from the war with large sterling balances, British East and 
West Africa reduced their indebtedness and were able to build a 
strong financial position. The Union of South Africa,**° which 
has the most developed economy in Africa, was able practically 
to extinguish its external debt. The Union has been the best 
situated, financially, of all sterling countries, and, because of 
its gold resources, may be said to enjoy some of the benefits 
of a hard currency country. 

Northern Rhodesia enjoys a strong financial position as the 
result largely of war and post-war demand for copper and other 
mineral products. 


. . in Tanganyika Territory, sisal rose to forty-four per cent of the 
total value of exports in 1946 as against twenty-nine per cent in 1939, 
though the quantity exported was only twelve per cent larger; and diamonds 
from a recently discovered field replaced gold as the second export by value. 
In Southern Rhodesia tobacco has replaced gold as the leading export. The 
British West African territories—where production of essential minerals, 
such as Sierra Leone iron and Nigerian tin, oleaginous products and rubber 
was emphasized—experienced neither marked expansion nor contraction 
in value of exports during the war, but values rose sharply after 1944. In 
view of increases in prices, the quantum of exports from these territories, 
like that of imports, probably declined during the war. The increase in the 
value of exports and imports in 1946, as compared with 1939, is largely 
owing to price rises rather than a general expansion of volume. . . . In the 
various British territories the war-time trend towards participation, by the 
metropolitan and colonial governments in bulk purchases and sales of 
colonial products is continuing.**! 





339 Economic Report, op. cit., p. 106. 
340 For a discussion of the Union of South Africa, see page 189. 
341 Economic Report, op. cit., p. 112. 
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ForEIGN TRADE OF UNION oF SoutH AFRICA, SOUTHERN 
RuopesiA, British East AFRICA, AND British WEsT 
AFRICA, 1939 AND 1946°” 


Millions of £S A 


Brit. E. Brit. W. Union of Southern 
Africa Africa S. Africa Rhodesia 
Ex- Im- Ex- Im- Ex- Im- Ex- Im- 
ports ports ports ports ports ports ports ports 


5080...... 27.8 19.0 33.2 92:3 94.2 98.9 32:9 OF 
Re Sc sa 5 47.0 42.3 49.3 48.6 95.7 214.5 21.3 20.4 


The pre-war economy of the Belgian Congo was almost 
entirely dependent upon Europe, which was the source of halt 
its imports and the purchaser of go per cent of its exports.*” 

... the Belgian Congo (with Ruanda-Urundi) is the outstanding example 
of economic expansion and structural change based on the contribution of 
mineral, non-ferrous metal and agricultural products to the war effort. . . . 
its resources were placed at the disposal of the Allies and strict economic 
controls were imposed in the interest of orderly development and stability. 
The Belgian Congo found new markets in the United Kingdom and the 
United States and forged new commercial ties with other African countries, 
particularly the Union of South Africa. Plant capacity to treat and refine 
metals was added. Considerable expansion occurred in copper and tin, and 
also in cobalt, tungsten, zinc, and uranium. 


The former Italian colonies of Tripolitania and Cyrenaica 
suffered severely from the 1946-47 drought which upset the 
interim stability attained under British military administration. 
The necessary large-scale programs for reconstruction of war 
damage must await political settlement of the future status of 
these colonies. 

In Ethiopia, there has been a rapid rise in exports, particularly 
coffee, hides, and skins, cereals, pulses, and bullion. 

The Government has provided estimates showing further improvement 

342 Ibid., pp. ILI-112. 


343 Tbid., p. 113. 
344 Ibid. 
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in exports during 1947. However, Ethiopia, currently, has a net deficit in 
its balance of payments on current account estimated at $1.4 million. The 
deficit in trade with dollar countries, which is estimated at $1.7 million, is 
partially offset in the total balance by a sterling surplus. The Government 


has an effective system of exchange and import controls, but the suspension 
of free convertibility of sterling exchange, which had been expected in 


1947, has restricted imports from current earnings of needed capital and 
consumer goods. Price controls have been instituted recently in order to 
stabilize export trade, which has been disturbed by internal price increases, 
Labour troubles affecting railway transportation have been a further com- 
plicating factor.**® 

Liberia is in a relatively favorable foreign exchange position, 
and has been able to liquidate most of its national indebtedness 
owing to war-time demand for its raw material exports, con- 
tinuing United States demand for its rubber output, and recent 
monetary reforms basing the currency on the dollar rather than 
the pound sterling.*“° 

The continued high demand for Africa’s primary commodities, 
continued investment in expansion and development undertak- 
ings, and the accumulated demand in Africa for consumer 
goods in limited supply,*“? have combined throughout Africa 
to create inflationary pressures. These pressures are intensified 
by poor crops and shortages of capital equipment.*“* The degree 
of inflation has been greatest in North Africa and most moderate 
in the southern sections of the continent, particularly in the 
Union of South Africa. The Union’s relative stability resulted 
from the maintenance of supply levels through imports and in- 
creased local production, as well as from financing of war ex- 
penditures more out of current revenue than through loans. 

Europe’s urgent necessity to alleviate shortages of essential, 
commodities and to conserve hard currencies has stimulated, 


345 Economic Report, op. cit., pp. 105-106. 


346 ee 117. res. ; : 
347 One of the most serious shortages is in textiles, as the result of inade- 


quate supplies from the United Kingdom, India, and Japan, the latter 
having been an important pre-war ene. Dollars have therefore been 
expended to obtain textiles com the United States. 

348 Among the capital goods in short supply are iron and steel products 
such as agricultural machinery and tractors, sheet and structural steel, 
locomotives, railway cars, port equipment. Economic Report, op. cit., 


p. 114. 
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on the part of the metropolitan countries, a number of develop- 
ment programs for increased production and industrialization 
in Africa. 

. .. - Comprehensive plans, financed in part by metropolitan subvention, 
have been promulgated for most of the British Non-Self-Governing Terri- 
tories and for French North Africa and the French oversea territories. 
While integrated plans for the Belgian Congo and Ruanda-Urundi have 
not been announced to date, a welfare fund amounting to 2,350 million 
francs was established in these territories in 1947. In 1945, the Anglo- 
Egyptian Sudan announced a five-year development and reconstruction 
plan having a capital budget of nearly £E11,500,000." 

The Government of the United Kingdom is currently developing the 
production of ground-nuts in Tanganyika Territory as the first stage in a 
vast programme, parts of which will also be situated in Kenya and Northern 
Rhodesia. This scheme envisages an investment of £25,500,000 sterling 
over a period of five years. This project is to be administered by the Over- 
seas Food Corporation, under the British Ministry of Food, having borrow- 
ing powers on the order of £50, million for projects outside the United 
Kingdom. 

The Government of the United Kingdom intends to establish a Colonial 
Development Corporation with authority to borrow on the order of £110 
million. The enterprises which will be fostered are expected to be prin- 
cipally, though not exclusively, agricultural.° 

The French Act of 30 April 1946 required the establishment, within six 
months, of ten-year plans for economic and social development in French 
West Africa, Togoland under French administration, Cameroons under 
French administration, French Somaliland, Madagascar, and Réunion. 
The Act also established an Investment Fund for the Economic and Social 
Development of Overseas Territories, which is provided in part by a metro- 
politan subvention. The program for 1947 for all the French Overseas 
Territories (Indo-China not included) amounts to 12,710 million metro- 
politan francs, of which 9,950 million would be invested in the African 
territories. One thousand million metropolitan francs is included for scien- 
tific research. 

In French North Africa, which is not within the scope of the Act of 30 
April 1946, the various administrations are also engaged in the execution of 
large-scale programmes of economic and social development.*** 


349 Tbid., p. 120. 
350 Ibid., p. 118. 
351 Tbid., p. 121. 
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Cuapter VIII 
CONDITIONS IN LATIN AMERICA 


The characteristics of the economies of the twenty Latin 
American countries were altered relatively little during the war 
years. Agriculture is still the occupation of approximately two 
thirds of the aggregate population®*™” and foodstuffs are the 
principal export of this region. However, with only a few ex- 
ceptions agriculture is “extremely backward and, in general, 
completely lacks modern tools and techniques.’’ Despite some 
increases in production during the war, “large sections of the 
population still suffer from malnutrition.’*™ 


To make up for the absence of rice imports from Asia during the war, 
most Latin American countries greatly increased their own production. 
Not only did they achieve self-sufficiency, but Latin America as a whole 
emerged as a net exporter of rice. Rice production in 1946-47 was about 
5.4 million metric tons, compared with the pre-war average of 2.9 million 
metric tons. 

Barley, rye and oat crops were larger in 1946-47 than in the preceding 
year as a result of larger sowings and favourable weather. Potato production 
in 1946-47 amounted to 3.5 million metric tons and was therefore slightly 
better than 1945-46 production and substantially above pre-war production 
of 2.3 million metric tons. 

The total Latin American production of maize increased from the 1935 
to 1939 average of 17.4 million metric tons to some 20 million metric tons 
in 1946-47. Despite the increase, exports by Argentina, the principal ex- 
porter, were only 2.2 million metric tons in 1946, compared with a pre-war 
average of 6.5 million metric tons. A large part of the increased production 
has been fed to livestock in the countries where it was grown. 

By the crop year 1946-47, Latin America had become the world’s most 
important producer of cane sugar, output being 10.8 million metric tons of a 
world total of 27.8 million metric tons (raw basis). Cuban production in 
1946-47 was at 5.7 million metric tons—a record crop—but the 1947-48 
harvest is expected to be lower. 

In coffee, Latin America is currently producing about eighty per cent of 
the world supply, Brazil and Colombia being by far the most important 


producing countries in the world. 
Exports of cocoa and of bananas and other tropical fruits were all sharply 


352 This increased from 130 million in 1939 to 150 million in 1947. 


Economic Report, op. cit., p. 51. ; 
353 Report of the Ad Hoc Committee on Proposed Economic Commission 
for Latin America, United Nations Economic Council, 29 January 1948, 


pp. 46-47. (Hereafter cited as Report of the Ad Hoc Committee.) 
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reduced during the war by shipping limitations, but in recent months there 
has been a rapid recovery. 

Present cattle numbers in nearly all Latin American countries are slightly 
above the 1931 to 1940 average, largely as a result of the greater demand for 
meat and dairy products and the favourable price relationship between 
cattle and feed during the war. In 1946, there were 132 million head of 
cattle in Latin America, compared with the 1931 to 1940 average of 127.3 
million head. Sheep have also increased in recent years, from a 1936 to 1940 
average of 106.1 million head, to 127.1 million head in 1946. Hog numbers 
increased to 45 million head in 1946, compared to the 1936 to 1940 average 
of 38.8 million. 

Meat output in the principal meat-producing countries of Latin America 
was significantly greater in 1946 than the pre-war average of 3.72 million 
metric tons, and somewhat greater than the 1945 output of 4.2 million 
metric tons. Exports, too, were slightly greater in 1946 than in 1945, when 
763 thousand metric tons were exported.* 


Mining remains the second most important economic activity, 
less because of the labor force employed, for this is extremely 
small, than because this single activity contributed some forty 
per cent of the region’s total exports. 


. .. . The importance of mining in Latin America, not only to local 
economy but to the world economy, is evident from the fact that Latin 
America produces about one-third of the world’s tin, one-third of the 
world’s silver, one-fourth of the copper, and one-seventh of the petroleum. 
.. . Brazil is said to possess the largest reserves of iron ore in the world, and 

. is an important source of industrial diamonds. Chile is the only pro- 
ducer of natural nitrate in the world, but since the development and 
experience of the synthetic nitrate industry, this country now only accounts 
for 10 per cent of world production. 

The structure and type of industry, as well as its rate of expansion, varies 
widely from one country to another. While Central America remains 
virtually without industries, countries like Argentina, Brazil, Chile, Cuba, 
Mexico, and Uruguay have achieved an appreciable degree of industrializa- 
tion. In the more developed countries, these industries are sufficient to 
supply local needs for basic consumption goods, although often dependent 
on imports of raw materials and semi-manufactured goods.*® 

Heavy industries remain on a small scale and are of importance only in 
Mexico and Brazil and, to a lesser degree, in Chile. Production of steel 
ingots and castings for the month of August 1947 amounted to only 31,600 





354 Economic Report, op. cit., pp. 51-52. 
355 Report of Ad Hoc Committee, op. cit., p. 51. 
356 Economic Report, op. cit., pp. 50-51. 
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metric tons in Brazil, and 29,700 metric tons in Mexico. Apart from these 
instances, production is on a very small scale and serves only to meet a 
small range of local needs.*5” 

Before the war Latin America occupied one corner of a tri- 
angular pattern of international trade, with the United States 
and Western Europe the other participants. Latin America’s 
favorable trade balance with the United States financed its 
excess purchases from Europe, which in turn had a negative 
balance in its trade with the United States. Forty-five per cent 
of Latin America’s exports, which are limited to a narrow range 
of agricultural and mineral products, went to the United King- 
dom and Europe. In turn, Latin America depended upon these 
areas for imports of manufactured goods. 

As a result of the virtual cessation of trade with Europe 
during the early part of the war, which had a serious impact 
upon the economy of Latin America, by 1944 the United States 
was supplying about 60 per cent of the imports and taking about 
50 per cent of its exports.*** The share of Latin America in 
United States exports increased from 16 per cent in 1936-38 to 
39 per cent in 1945.°° Moreover, “total imports by Latin 
American countries from sources within the region rose from 
ten per cent of total imports before the war to nearly thirty 
per cent in 1944.’° 

The substantial increase of Latin American exports to the 
United States increased consumer incomes, contributing to 
severe inflationary pressures which forced the cost of living up 
to 171 per cent of the 1937 level in some countries and as high 
as 650 per cent in others.** Pressures were further increased by 
United States military expenditures, government development 
projects,* investment by foreign companies in export in- 

357 Economic Report, . Cit., P. 53. 5 , 

358 The proportion of U. S. participation in Latin American trade was 
higher in the case of some countries. For example, the United States 
accounted for over 80 cent of Cuba’s foreign trade. 

359 Report of the Ad Hoc Committee, op. cit., p. 60. 

360 Economic Report, op. cit., p. 


55. 
361 See Economic Report, op. cit., Table 21, p. 56. 
362 Many of these expenditures were financed by borrowing. 
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dustries, and extensive building which served as an outlet for 
idle funds and required few purchases from abroad. 

The rise in production of food products and other goods for 
consumption was inadequate to meet the demand created by 
this greatly expanded purchasing power. Increased output was 
limited by inability to secure new equipment or to repair exist- 
ing machinery which had been operated at full capacity during 
the war without normal maintenance, by shortages of managerial 
and skilled labor, by shortages of certain essential imported raw 
materials and of fuel, and by lack of credit facilities and trans- 
portation difficulties. 

Wages and incomes lagged considerably behind the rising cost 
of living. Since there was no effective price control or rationing, 
speculation developed, with resultant hoarding and still greater 
inflationary pressure. 

The substantial dollar reserves accumulated during and im- 
mediately after the war were rapidly depleted, and in some cases 
completely exhausted early in 1947, by the unusually large 
imports which had been encouraged in an effort to counteract 
the internal inflationary pressures. United States exports to 
Latin America increased from $2.1 billion in 1946 to $3.9 billion 
in 1947, raising Latin America’s adverse balance of trade with 
the United States from $340 million in 1946 to $1.8 billion in 
1947." United States trade with Argentina changed from an 
import surplus of $1.2 million in 1946 to an export surplus of 
$528 million in 1947. The United States had an import surplus 
of $51.6 million in trade with Brazil in 1946; in 1947 this became 
an export surplus amounting to $198.5 million.™ 

In an attempt to alleviate serious balance of payment diffi- 
culties, imports were restricted to essential consumer goods 
and equipment required to expand domestic production. 

Many of the Latin American republics have set long-range 
economic development plans under way: 


The Government of Argentina has instituted a Five-Year Plan, covering 


vo ; cron Commerce Weekly (February 28, 1948), pp. 8-9. 
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the period to the end of 1951 and estimated to cost $1,500 million. Detailed 
provision is made in the plan for raising the requisite funds. Over a third of 
the planned investment will be for the development of power, with special 
emphasis on hydraulic power and on the development of petroleum, gas 
and other fuel resources; development of communications will absorb 
another third of the investment; and the development of agriculture, in- 
dustries and social services—including public health, sanitation, etc.— 
will absorb the rest. The schemes will give employment to over 80,000 
workers and provide opportunity for the settlement of some 250,000 im- 
migrants. ... 

An outstanding feature of Argentine development policy is the activity 
of State trading institutions, which operate both in buying and selling. 

The plans for Bolivian economic development have been prepared and 
are being carried out by the governmental Bolivian Development Corpora- 
tion established in December, 1942. A long-range economic development 
plan costing $88 million has been outlined, certain important parts of which 
have been embodied in a more immediate plan based on recommendations 
by a United States Technical Mission concerned with the first phase of 
long-range development. For this plan, $26 million has been allocated as 
follows: roads and railways, forty-six per cent; agriculture and irrigation, 
twenty-five per cent; oil development, twenty-one per cent; and mining, 
four per cent. The remaining four per cent had originally been planned for 
sanitation works, but was allotted to industry instead. The money needed 
for the execution of this plan has been partially raised through a loan from 
the United States Export-Import Bank of Washington... . 

Brazil has no current over-all economic development plan, but deals 
with some of the basic problems separately, through specially designed 
plans. Included among the latest are a national highway plan, of 1944, a 
national electrification plan, and a plan for railway re-equipment, submitted 
in 1947. The highway plan aims at an increase of about fifteen per cent in 
the road mileage of Brazil. A special fund for this purpose was provided and 
for 1947 it was expected to yield revenues of about $38 million. The plan 
for railway re-equipment, which will extend over a period of ten years, 
will cost approximately $460 million. 

Specific plans for important industries have also been drawn up and 
partly carried out by separate agencies, in the form of mixed companies. 
The most important of these is the National Steel Company, capitalized at 
$54 million. The Volta Redonda Steel Mill is the largest plant in Latin 
America, producing at the end of 1947 at the annual rate of about 325,000 
tons of iron and steel, and a number of important by-products; its produc- 
tion is expected to be expanded to about one million tons per year... . 

Chile has no central plans for economic development but the Production 
Development Corporation currently issues partial ‘plans for immediate 
action.’ 
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A new National Economic Council, established in December 1946, is 
now the superior organ for the co-ordination of activities. It works on a 
tripartite system of representation of government, employers and workers. 

The Chilean Production Development Corporation, which is sponsored 
by the Government, is promoting development schemes over a wide field. 
The emphasis here is on industries, power and communications. Electric 
energy is the largest single item. The Corporation has received considerable 
credits from the United States Export-Import Bank of Washington. The 
total amount of credits made available by the Bank and individual United 
States investors since April 1939 has been estimated at $100 million. The 
amounts actually drawn are, however, much smaller. 

The Corporation has applied to the International Bank for Reconstruc- 
tion and Development for a loan of $40 million to cover such projects as 
railway electrification, electric power, transportation, forestry products, 
and harbour equipment. . . . 

The Economic Development Plan of Ecuador, approved in 1945, covers 
agriculture, cattle raising and industry. Its special emphasis is on agri- 
culture. The execution of the plan is to be carried out by the Ministry of 
Economy in co-operation with other agencies, such as the Development 
Corporation. To cover part of the plan’s finance, a loan of 6,500,000 sucres 
was obtained from the Central Bank for the years 1945 to 1947. 

Guatemala has no over-all plan for economic development, but basic 
ideas and directives are contained in a Law for Industrial Development, 
presented to Congress in 1947. 

The Law establishes a priority system for the promotion of industrial 
investments by classifying industries into three groups. The first contains 
the ‘basic’ industries, food, clothing and shelter, which have an immediate 
bearing on raising the standard of living. The second group contains in- 
dustries of a less essential character than the first, but considered useful for 
promoting full employment and utilization of natural resources in industries. 
In the third group are classed activities of lesser national importance. 

The Mexican Government has promoted development both through an 
over-all Six-Year Plan and through specific measures and projects. The 
Federal Electricity Commission has made several local surveys to estimate 
the possibilities of hydro-electric development. An extensive programme of 
development for the six years ending 1952, costing about $265 million, has 
been drawn up. The Mining Development Commission is dealing with the 
mineral resources of the country. It has proved useful in furnishing techni- 
cal and financial assistance to Mexican mining industries. . . . 

The Manufacturing Industries Law approved in April 1941 contains 
many provisions for exemptions from tax and customs duties for industries 
classified as basic. These are mainly those industries producing foodstuffs 
and other necessities, or relying wholly or mainly on domestic raw material 
and resources, whose further development is desired. . . . 
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Another powerful tool for industrial and general economic development 
is the use of government credits through a financing body called Nacional 
Financiera. This lending institution has been very active in financially 
strengthening many old and new enterprises. In the period from 1941 to 
1946, it granted loans and credits of about $115 million, besides making 
direct investments of about $45 million. The share of the main branches of 
industrial activity in the sources of finance was as follows: steel, twenty-five 
per cent; electricity, ten per cent; cement, three per cent; railways, highway 
equipment, etc., twelve per cent; paper, three per cent. ... 

Peru does not have a central development plan, department or central- 
ized development corporation. The work in this field is done mainly through 
regional or specialized agencies, under the auspices of the Ministry of Fi- 
nance and Commerce. The most important of these is the Santa Corporation 
established in 1943 with a capital of $31 million. On 31 December 1945, this 
Corporation, based on the Santa River watershed, had invested approxi- 
mately $7 million, including forty-two per cent in railways; thirty-two per 
cent in a hydro-electric plant; and twenty per cent in port facilities and 
equipment. Hydro-electric development with an ultimate capacity of 
125,000 kilowatts constitutes the core of the plans. Other hydraulic projects 
have been surveyed by the Corporation. Preparatory work for the establish- 
ment of a steel plant at Chimbote has begun, finance being made available 
by the Government through tax assignment and transfer of assets. 

Peru also has an industrial bank, which on 31 December 1946 had in- 
vested $4.5 million in industry, the most important fields being textiles and 
lumber. 

During 1947, a Peruvian Coal Corporation with a capital of $38 million 
was established. 

The newly-created Venezuelan Development Corporation, established in 
1946, is actively engaged in the fulfilment of the most urgently needed 
immediate plans. Its funds consist of $27 million in grants and loans, certain 
other assets and an annual assignment from the government budget. Of $6 
million which the corporation granted in credits in 1946, almost half went 
to agriculture and cattle raising, especially the financing of a milk syndicate, 
and about one-third to the establishment of a large cement plant. Invest- 
ments in 1947 are estimated at $26 million, food and livestock items ac- 
counting for almost three-quarters of that sum.... 

The Venezuelan Government also participates with the Governments of 
Colombia and Ecuador in a joint project designed to foster the development 
of a merchant marine.*® 


365 Economic Report, op. cit., pp. 246-253. 
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CHAPTER IX 
CONDITIONS IN THE UNION OF SOVIET SOCIALIST REPUBLICS 


The Soviet economy at the close of the war, its development 
to date, and general prospects for the future, are here considered 
on the basis of available information, which is mainly of two 
sorts: (i) statistics taken either directly from official Soviet 
sources, or calculated on the basis of data in such sources; and 
(ii) independent estimates advanced by students of the Soviet 
economy outside the Soviet Union. Usually these estimates rely 
on official Soviet data, but because of gaps in these statistics, 
an element of judgment inevitably enters. 

Contrary to popular belief, the Russians have published a 
good deal of statistical data on their post-war economy. While 
these are insufficient to form a complete and accurate picture, 
they are often illuminating as to the dynamics of the Soviet 
economy. Furthermore, if pains are taken to fit the pieces of the 
puzzle together, the statistics show considerably more than 
might appear at first glance.*® 


War Devastation 


The primary effect of the war on the Russian economy was the 
vast devastation which it caused. The relative magnitude of 
this setback, however, was much less than is generally assumed, 
owing to the war-time expansion of industrial capacity in eastern 
areas of the Soviet Union.*® This less publicized development 
greatly reduced the net impact of physical losses, and also 
accelerated fundamental changes which were occurring in Soviet 
economic geography. At the same time, emphasis on munitions 
and heavy industry tended to intensify existing disproportions 
in the structure of the national economy. 

A detailed catalogue of German destruction in the Soviet 


366 It seems clear, however, that there are many pitfalls to trap the 
unwary. Apparently these are due to statistical incompleteness and 
methodological shortcomings rather than distortion. See ially Abram 
Bergson, Structure of Soviet Wages, (Cambridge 1944) p. x; also “Appraisals 
of Russian Statistics,” The Review of Economic Statistics, November 1947. 

467 In other spheres, e.g., military and political, there seems little doubt 
that Soviet power was relatively enhanced by the war. 
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War Destruction or InpustriaL Capacity* 


Capacity 
De- Capacity 
stroyed Losses 


USSR In as 
Industry Unit 1940 Terms Per Cent 
Output Of of 1940 
Yearly Output 
Output 
Fuels and Power 
Coal mil. met. tons 165.5 100° 60 
Petroleum mil. met. tons 31.0 5 16 
Electric power _— million kwts. 10.5° 5 48 
Iron and Steel 
Pig iron mil. met. tons 14.9 II 74 
Steel mil. met. tons 18.3 10 55 
Steel, rolled mil. met. tons 13.1 8 61 
Rolling Stock 
Freight cars thousands 49.1° 23 47 
Locomotives thousands 1.6° 0.8 50 
Building Materials 
Cement mil. met. tons 5.8 3 52 
Felled timber mil. cu.meters 176 64° 36 
Sawmill capacity mil.cu.meters 34.2 12 35 
Plywood thousand tons 380 
Light Industry 
Paper thousand tons 741.8 300 40 
Matches mil. cartons 4 


® Sources: Communiqué of the Extraordinary State Commission 


Ap- 
inted To Investigate German Destruction in Occupied Areas, Pronk 
t. 13, 1945; Zakon o pyatiletnem plane vosstanovleniya i razvitiya narodnogo 
khozyatsivo SSSR na 1946-1950 gody (Law Concerning the Five Year Plan 
of Reconstruction and Development of the National Economy of the USSR for 
the Years 1946-1950) Pravda, March 21, 1946. : 
> The Soviet source explains that 1135 pits were demolished, which 
formerly yielded over 100 million tons of coal per year. 
© Represents electric power capacity in 1940, i.e., kilowatts installed, not 
en output. (KWH). 
4 Freight car production (two-axle units) and locomotives are 1938 
figures rather than 1940. 
© The Soviet source indicates that a large number of lumber establish- 
ments were demolished which had an annual production capacity of 64 
million cubic meters. 
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Union is furnished in the Report of the Extraordinary State 
Commission which was appointed by the Presidium of the 
Supreme Soviet of the USSR in November 1942 for the purpose 
of investigating war damage. The losses in different branches of 
Soviet industry, as estimated in this Report, are shown in the 
preceding table. For purposes of comparison, data on the annual 
pre-war output are inserted in the tabulation. 

According to the Report of the Commission 98,000 collective 
farms, 1876 State farms, and 2890 machine tractor stations were 
“ruined and ransacked.’ The resulting losses in agricultural 
machinery included 137,000 tractors destroyed or seized (30 per 
cent of the pre-war total), 49,000 harvester-combines, 4 million 
harrows, plows and other soil cultivating instruments, and 
I,150,000 seeders and threshers. Losses of livestock totalled 7 
million horses (34 per cent of the pre-war herd), 17 million head 
of cattle (30 per cent of pre-war), 20 million hogs (71 per cent of 
pre-war), 27 million sheep and goats (29 per cent of pre-war), 
and r1o million poultry.*® 

The Extraordinary State Commission also has published 
over-all data on war damage in terms of 1941 ruble prices. In 
view of the uncertainty as to the value of the ruble, these figures 
are difficult to interpret, but, nonetheless, are of interest.°™ 
Direct material losses are placed at a total of 679 billion rubles. 
Of this sum, 487 billion rubles represent losses sustained by 
State enterprises, collective farms, and other public bodies, while 
192 billion rubles represent the private property portion of the 
damage.®” The Russians have computed another figure for the 
indirect costs of the war, namely the war expenditures and 


368 Communiqué of the Extraordinary State Commission Appointed to 
Investigate German Destruction in Occupied Areas, Pravda, aeke 

13, 1945; Harry Schwartz, Russia’s Postwar Economy (Syracuse 1947), p. and 
Data on pre-war herds based on estimates for January 1941. 

369 The official rate of exchange since 1936 has been 5.3 rubles to one 
dollar. However, the Russian ruble is purely an internal currency, and this 
official rate of exchange is only an accounting rate for internal bookkeeping 
purposes. It cannot be considered as representing the true value of the 
ruble in terms of foreign currencies, which most authorities are agreed is 
much less. 

370 At the official rate of exchange the 679 billion ruble loss converts to 
$128 billion dollars. 
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losses suffered in national income. This amounts to 1,890 billion 
rubles.*7 

Several tests are available which roughly confirm the Soviet 
estimates. Most important among these is the fact that about 
two fifths of the Soviet Union’s pre-war industrial capacity was 
at one time under German domination.*”* German destruction, 
moreover, was systematic and extensive in the entire Ukraine 
and in the Don Basin, which before the war had constituted the 
Soviet Union’s greatest single industrial region. The occupied 
territory also embraced the best agricultural land in the nation 
and so per cent of the total live-stock population. From its 71 
million acres under cultivation came 47 per cent of the agricul- 
tural produce of the nation. 


Expansion in the East 


Soviet losses in man power represent another serious aspect 
of the economic problems resulting from the war. G. M. Malen- 
kov, of the Politburo, has stated recently that ‘‘seven million 
people were killed in action, perished during the occupation, 
or were forcibly driven off to Germany” during the war.*” 
The gravity of these losses from the standpoint of production is 
reflected in the current difficulties encountered in procuring the 
necessary man power for industry and in the much emphasized 
building up of State labor reserves from the vocational schools. 

Some idea of the extent of the war-time expansion of industry 
in the eastern part of the country is to be found in the Fourth 
Five Year Plan. Here it is revealed that in the first half of 1945, 


371 Speech of Soviet Member, Dr. Arutiunian to Economic and Social 
Council. United Nations Document E/SR 150, 27 February 1948. 

372 Committee for Postwar Economic Policy and Planning, House Re- 
port, No. 1205, Washington, 1945. Occupied regions accounted for about 
one third of the gross industrial output in 1940. 

373 R of G. M. Malenkov to Conference of Communist Parties, 
Poland, tember 1947, in For A Lasting Peace, for a People’s Democracy. 
Information Bureau, Communist Parties in Belgrade, No. 2, December 1, 
1947. In this estimate, Malenkov presumably does not take into account 
the loss of population due to the decline in birth rate during the war. To 
what extent the increased death rate due to malnutrition and war-time 
hardships is considered also is not clear. Professor Frank Lorimer has put 
the gross population loss on all counts as between twenty and twenty-five 
million persons. 
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the industrial output of the eastern areas was twice as great as 
in the corresponding period of 1941.2 Production in the Urals, 
for example, increased by 260 per cent over 1941, in Siberia 180 
per cent, and in the Volga area 240 per cent. Production of 
eastern war industries taken separately was reported to have 
reached a level of 560 per cent over 1941 during the four years 
of the struggle.®”® 

According to a Soviet source the increase in eastern area 
output from 1940 to 1944 amounted to 58 per cent in the case of 
pig iron, 22 per cent in the case of steel, 104 per cent in coke, and 
80-100 per cent in coal.®”* Applying these percentages to the 
output levels of 1940 it is possibleto gain an approximate pic- 
ture of the extent of eastern area production in 1944: 


COMPARISON OF EASTERN IRON AND STEEL Output witH USSR 
TOTAL FOR 1944" 


(In millions of tons) 


Eastern 
Item regions USSR 
Iron ore 10.4 a 
Pig iron 6.8 7.5 
Steel Q.1 11.6 
Rolled steel 6.6 7.4 
Coke 10.6 


*Source: L. M. Herman, “Soviet Iron and Steel Industry,” International 
Reference Service, July 1947, pp. 4-5, U. S. Department of Commerce. 


374 Zakon o pyatiletnem plane vosstanovleniya 1 rasvitiya narodnogo 
khoyaistvo SSSR na 1946-1950 gody (Law Concerning the Five Year Plan of 
reconstruction and Development of the National Economy of the USSR for 
the years 1946-1950). Pravda, March 21, 1946. (Hereafter cited as Fourth 
Five Year Plan.) The source is not explicit on what is meant by “Eastern 
Area,” though it apparently includes the Volga Region, the Urals, and 
Siberia. 

375 [bid. 

376 N. Yeremenko, “‘Vosstanovlenie i razvitie charnoi metalurgii v novoi 
ag (Restoration and Development of Ferrous Metallurgy in the 

ew Five Year Plan) Planovoye Khoyaistvo, No. 2, 1946. 
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Not all of this expansion was due to the construction of new 
plants; in part it was the result of evacuation of plants from 
invaded areas, (reportedly 1,300 large industrial factories were 
moved to the east)?” and, in part, it was due to the lengthening 
of the work week from the pre-war standard of 41 hours to 60 
hours and to the transfer of man power eastward.* Techno- 
logical improvements and increase in the productivity of labor, 
likewise facilitated the rise in eastern expansion. 

According to Soviet data, the gross value of the output of all 
industry stood at 127 billion rubles in 1945, only 8.3 per cent 
below the 1940 level.®” This indicates that war-time expansion 
in the east largely offset the immense losses suffered in the west. 
Estimates of Professor Abram Bergson suggest that the pro- 
duction of heavy industrial goods, including munitions, probably 
even exceeded the pre-war figure.*® Munitions production at 
the close of the war was far in excess of the pre-war totals, 
and was the main factor contributing to the general level of 
industry. The munitions expansion, itself, was made possible 
not only by the diversion of increased amounts of basic mate- 
rials to armaments, but also by Lend-Lease aid 38! 

The increase in capacity beyond the Urals, it must be noted, 
occurred almost entirely in the sphere of heavy industry. Efforts 
were made to expand agricultural production in the eastern area 
to make good losses in the west, but these met with only limited 
success. Although an additional 12 million hectares were brought 
under cultivation between 1942-44, only vegetable crops main- 
tained their former level of output.*® Furthermore the consumer 


377 See note 375 above. 

378 Following V-E Day most plants reverted to a 48-hour week. 

379 Cf. speech of N. A. Voznesensky at First Session of the Supreme 
Soviet of the USSR, March 15, 1946, Pravda, March 16, 1946, p. Ss. 

380 Abram Bergson, ‘“‘The Fourth Five Year Plan: Heavy Versus Con- 
sumers’ Goods Industries,’”’ Political Science Quarterly, June 1947, p. 199. 

381 For statistical reasons the aggregate —— figure of 127 billion 
rubles can only be taken as approximate. The main difficulty stems from 


the Soviet practice of evaluating production in terms of price level of the 
base year 1926-27. This index has tended to become inflated by the in- 
clusion for new commodities of a number of prices of years other than 
1926-27. Cf. Alexander Gerschenkron, ‘‘The Soviet Indices of Industrial 
Production,”” The Review of Economic Statistics, November 1947. 

* 882 Malenkov, op. cit. 
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goods processing industries were virtually neglected. As a result 
living standards were far below the pre-war level, which had, 
itself, been extremely low. 

Recent investigations by Paul Baran suggest that the per 
capita civilian outlay in 1940 amounted to $153 as compared 
with a figure of $600 for the United States for the same year.*™ 
This gap was widened still further by the war-time decline in 
agriculture and consumption goods, which was accompanied also 
by an increasingly critical housing shortage. Before the war the 
extreme over-crowding in Soviet cities was proverbial, and 
enemy devastation reportedly made 25 million people home- 
less.2** The net effect of this, according to Colin Clark’s calcula- 
tions, was to push the average number of occupants to 30 for 
each four- or five-room dwelling unit. This compares with an 
average of 17 persons accommodated by the same space in 1934, 
and 20 persons in 1937.” 


Industrial Recovery 


Some time before the end of the war the Soviet Govern- 
ment undertook preparations for the speedy recovery of in- 
dustries which had been destroyed or damaged by the Germans. 
Recapture of the Don Basin at the end of 1944 provided a 
sizeable expansion of coal production the next year, which also 
witnessed the revival of southern metallurgy on a significant 
scale.2% By September 1945, a total of 19 blast furnaces had 


383 Paul A. Baran, ‘National Income and Product of the USSR in 
1940,” Review of Economic Statistics, November 1947, p. 230. In his cal- 
culations Mr. Baran uses a purchasing power parity of 9.73 rubles 
U. S. dollar, a figure which he is careful to point out can only be treated as 
a rough evaluation. It would appear roughly borne out, however, by 
known per capita production comparisons of selected manufactured goods 
and agricultural products. 

384 Communiqué of the Extraordinary State Commission on the Ascertain- 
ment and Investigation of Crimes of the German Fascist Invaders, Moscow, 
1945, p. 2. 

385 Colin Clark, ‘‘Russian Income and Production Statistics,” Review of 
Economic Statistics, November 1947, p. 215. 

386 The noted Soviet metallurgist, I. Bardin writes, ‘‘At the time of its lib- 
eration the economic potential of our southern metallurgy was approximately 
zero.” “‘Nekotorye voprosy vosstanovlenia yuzhnoi metallurgii” (Some 
Problems in the Restoration of Southern Ferrous Metallurgy), Planovoye 
Khozyaistvo, No. 3, 1944. By the end of the war more than a quarter 
of the blast and open hearth furnaces in the Ukraine had been restored. 
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been started, 100 flooded coal mines had been drained, and the 
Krivoi Rog and Nikopol mines were once more producing iron 
and manganese.*®’ All told over 30 per cent of industry in 
liberated areas had been restored. 

Restoration of invaded areas continued to make headway 
during 1946, which also witnessed major strides in the recon- 
version of war industry to peace-time uses. The sharp decline in 
munitions output, however, meant that gross industrial pro- 
duction was 26 per cent below that of 1940. Production figures 
for the munitions output, even in percentages, are excluded 
from the State Planning Commission Reports. The allocations 
of the State Budget, nevertheless, afford a rough index of the de- 
cline in armament production. In 1944 the appropriation for the 
Ministry of the Armed Forces totalled 128 billion rubles as 
compared with 72.6 billion rubles in 1946.28 

According to the report of the State Planning Commission, 
24 out of 28 major industrial ministries fulfilled their quotas for 
1946 by at least 96 per cent or more. Fourteen of them went be- 
yond their goals, including such basic industries as heavy 
machinery, coal, textiles, oil, pulp and paper, and construction 
materials.** None of the fifty products listed in the report 
showed a decline in output compared with 1945. Sugar, alone, 
registered no change, while many of the remaining products 
showed substantial increases. Even the agricultural machinery 
industry, which had the worst quota fulfillment record (77 per 
cent), at the same time experienced a large percentage increase 
over 1945. 

It must be pointed out, however, that percentage increases 
achieved in the first reconversion year are apt to be deceptive. 
For example, railway locomotive output increased in 1946 by 
30 times (i. e., 2,000 per cent over 1945); the production of 
looms increased 33 times, freight cars 29, etc. These figures 


387 E. C. Ropes, “Union of Soviet Socialist Republics” in Ezekiel, 
Towards World Prosperity, p. 198. 

388 Cf. Speech, Soviet Finance Minister Zverev to Supreme Soviet of 
USSR, February 20, 1947. Excerpts reprinted in USSR Embassy Informa- 
tion Bulletin, March 12, 1947, p. 7. 

389 Pravda, January 21, 1947. 
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mean very little in absolute terms since the 1945 base to which 
they refer was approximately zero because production of many 
peace-time articles was virtually suspended during the war. 

Compared with 1946, production in 1947 increased markedly. 
The nation’s industrial output, measured in constant prices, 
went up by an amount of 23 billion rubles, or an increase of 22 
per cent over the previous year. Thus, industrial production 
as a whole in the final quarter of 1947 had reached its goal, 
namely the average quarterly output of 1940.9 Although all 
items for which records have been published show substantial 
gains over 1946, planned production was not reached in a 
number of important branches of the economy. 

In regard to the 1947 record of industry two basic facts should 
be noted: (1) all products listed showed substantial gains over 
1946; and (2) many of the items (18 out of 31) lagged behind 
their planned schedules. Missing from the review of achieve- 
ments are 27 items specifically listed in the program for 1947.5™ 
Of the products for which goals were exceeded (11 in all), the 
most significant industrially were the petroleum group. Those 
which fell short of the Plan constituted a generally more im- 
portant group, including cement, timber, iron and steel, tractors, 
copper, and steam turbines. 

Data on selected industrial products appear in the following 
table: 


390 Report of the State Planning Commission, Pravda, January 18, 1948. 

391 Pravda, March 1, 1947. The Russians have claimed a 3.5 per cent 
over-fulfillment in 1947 for gross industrial production. From the published 
data of the State Planning Commission, however, it is difficult to see how 
this was achieved. Conceivably a high degree of over-fulfillment by the 
missing items might have compensated for the rest. On the other hand, it 
is not understandable, even theoretically, how production could exceed 
the pre-war level by 3.5 Ya cent, and still only achieve the average quarterly 
— output in the final quarter of the year (as officially reported else- 
where). 
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PROGRESS IN OvuTPUT OF SELECTED SoviET INDUSTRIAL 
Propucts 1946-47" 


Product 


Pig iron 

Steel 

Rolled steel 
Copper 

Zinc 

Lead 

Coal 

Oil 

Gasoline 
Kerosene 
Natural gas 
Electric power 
Locomotives 
Automobiles 
Steam turbines 
Elec. motors to 1ookw 
E. motor over 1ookw 
Spinning machines 
Tractors 

Mineral fertilizer 
Synthetic dyes 
Paper 

Cement 

Slate 

Window glass 
Cotton cloth 
Woolen cloth 
Leather footwear 
Rubber footwear 
Animal fats 
Vegetable fats 
Fish 

Sugar 

Soap 


® Source: 1946 figures from Pravda, 21 January 1947, p. 1; 1947 data 


Actual 

Output Output Output 

In 1946 In1947 In 1947 

ee eee cent 

of 1945 of 1946 of 1946 
112 114 121 
109 109 119 
113 IIS 121 
106 109 117 
108 116 25 
119 126 132 
IIo 112 116 
I12 119 118 

136 134 

hive 125 120 
114 122 118 
110 IIS 116 

2,000 277 288 
126 130 157 
130 257 342 
169 152 177 
138 139 136 
243 263 278 
172 209 287 
152 135 
129 144 
161 125 Ci 
185 140 171 
198 139 130 
165 119 142 
117 133 142 
130 133 130 
128 140 142 
197 168 162 
169 112 112 
119 124 117 
110 128 133 
100 210 194 

128 128 


Actual Planned Per Cent 


Pulfill- 
ment 
1947 


94 
92 
95 
93 
95 
97 
IOI 
IOI 
104 
103 


99 
96 


75 
86 


102 


95 
73 


82 
107 
84 
94 
102 
99 
104 
100 
106 
96 
108 
100 


from Pravda, 1 March 1947, p. 1; and Pravda, 18 January 1948, p. I. 
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Agricultural Recovery 


In 1944 the Soviet Government took steps to check the decline 
in agricultural output by largely demobilizing the tractor in- 
dustry.*” The agricultural machinery factories in general were 
reconverted in the spring of 1945. By the middle of that year 86 
per cent of the ruined farms in the formerly occupied regions 
were set going again. These moves together with the return of 
soldiers to their farms facilitated the increase in 1945 of grain 
crops from the low levels they had reached the preceding year. 
The Soviet Union was even able to provide limited deliveries of 
grain to the countries of eastern Europe out of her somewhat 
expanded cereal production.*™ 

The failure of the tractor and implement program to run on 
schedule constituted the first of several major setbacks in 1946. 
Production of tractors, the most crucial item, was 22 per cent 
below the Plan goal, and there was a shortage of other farm 
equipment. 

Moreover, according to official Soviet releases, there occurred 
the worst drought in fifty years. The territory affected was 
reported by the State Planning Commission to be larger than 
the drought area in 1921, and approximately equal to that in 
the disastrous season of 1891.54 

Taken together, the serious implement shortage and the ad- 
verse weather made it impossible to sustain the small gains 
which had been achieved in 1945. On the other hand Soviet 
communiqués reported that the grain harvest and marketable 
grain were “incomparably”’ higher than in 1921, due to superior 
organization, improved techniques, etc.*® In addition foreign 
observers have pointed out that the drought affected fodder 
grains much more seriously than bread grains, which were 


392 House Special Committee on Postwar Economic oy and Planning, 
House Report, No. 1527. Government Printing Office. February 1946. 
According to this Report only two large tractor units were kept in tank 


production. 
393 At this time (end of 1945) it is interesting to note, Russia received 


her first small UNRRA shipments amounting to $17,000,000, which con- 
sisted largely of foodstuffs and agricultural materials. 

394 Pravda, January 21, 1947. 

395 Ibid. 
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winter sown, and therefore escaped the most unfavorable 
weather.*®* Deliveries of reparations and other levies from oc- 
cupied countries, plus a small amount of UNRRA aid ($152 
million) also served to cushion the blow. 

The drought covered a considerable part of the Soviet Union 
west of the Urals which was still suffering heavily from the 
effects of the war. Elsewhere in the country (particularly in 
western Siberia) it was possible to expand agricultural output 
markedly over the previous year. Thus total grain production 
dropped from 66.5 million tons only to 61 million tons, according 
to the best estimates available. Cotton, one of the most im- 
portant industrial crops, actually registered an increase of 34 
per cent above the 1945 yield.** 

Unquestionably the drought served to retard agricultural 
recovery and to prolong the period of rationing, but it is not 
thought that consumption standards were appreciably altered.°% 
The record of 98 per cent Plan fulfillment in 1946 by the food- 
processing industry, and the 24 per cent increase over 1945 in 
output of bread and bakery products, tend to substantiate this 
view. Meat and dairy products actually overfulfilled their quotas 
by 10 per cent, due possibly to the lack of fodder and the en- 
forced slaughtering of cattle.*® In so far as “excessive” slaugh- 
tering occurred, it may well prove the most serious long-range 
effect of the drought, as livestock herds were already seriously 
depleted. 

As a result of the poor agricultural year in 1946, great emphasis 
was laid upon plans for 1947. Year-end reports indicated gross 
agricultural production exceeding by 32 per cent the total for 
1946. The grain crop showed an increase of 58 per cent to an 


396 U. S. Department of Agriculture, Office of Foreign Agricultural Rela- 
tions, ro Agricultural Circular, World Food Situation, March 3, 1947, 


pp. 5-6 

397 Pravda, January 21, 1947. 

398 There is some difference of opinion, however, on this point. Harry 
Schwartz, for example, states that not only were rations reduced for 
certain categories of urban consumers, but also that many workers were 
transferred from high to low ration categories. See H. Schwartz, Russia's 
Postwar Economy, pp. 60-61. Undeniably, in the worst areas, emergency 
food conditions existed, but this did not obtain for the country as a whole. 

399 Pravda, January 21, 1947. 
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estimated total of 96.5 million metric tons, of which 28 million 
tons constituted the wheat production. Out of this amount 
the State received roughly as much grain as in the best pre-war 
years. Although the area sown and the amount of machinery 
available was less than in 1940, the yield in cereals had recovered 
fully to its pre-war level. 

Generally increased supplies of agricultural as well as con- 
sumers’ goods were reflected in the abolition of rationing which 
took place in December 1947. The revaluation of the ruble, 
decreed at the same time, drastically reduced the war-inflated 
currency and facilitated the return to normal State trading.*” 
In preparation for the removal of rationing, 55,000 retail stores 
were opened in 1947. These stores handled 17 per cent more 
retail trade than in 1946 (in comparable prices), a fact which 
must be taken to mean somewhat improved living conditions.*™ 

In the crucial matter of housing, Soviet performance fell far 
short of its goals both in 1946 and 1947, although some improve- 
ment was made in the latter year. To date about 15,000,000 
square meters of urban floor space have been erected or restored 
by State enterprises and local Soviets. This two-year total is 
only slightly better than the annual amount required by the 
Plan, assuming uniform increments. Construction of individu- 
ally owned houses, on the other hand, has proceeded ahead of 
schedule with some 4,000,000 square meters (one third of the 
five year goal) being added in 1947.4 


Foreign Trade 


Without taking into account the foreign economic relations 
of the Soviet Union, it is impossible to form an adequate picture 
of the forces affecting the domestic economy or of the general 
prospects for the future. 

In pre-war years, the Soviet share in international trade 
represented less than one per cent of the total volume of world 


400 United Nations Economic Report, of. cit., p. 194. 

401 Report to the Supreme Soviet of the USSR by A. G. Zverev, February 
1948, USSR Information Bulletin, March 17, 1948, pp. 153-160. 

402 os January 18, 1948. 

403 Ibid. 
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trade, while Soviet imports were in about the same ratio.“ In 
its net effect on the economy this limited trade probably in- 
creased the supply of industrial goods slightly, while reducing 
somewhat the amount of consumer goods available to the Soviet 
public. 

Soviet trade was shaped during the inter-war period by the 
aim of industrialization and the struggle for ‘‘technical-economic 
independence.’ Accordingly, imports were limited to the basic 
machine tools required for industrialization, for which were 
exchanged raw materials, primarily lumber, furs, oil, and grain, 
and some manufactured goods. 

Today industrialization continues at a high, if somewhat re- 
duced, rate, while the emphasis on self-sufficiency is unchanged. 
In his speech to the Supreme Soviet in March 1946, N. A. 
Voznesensky reasserted official aims as follows: “In the future 
the USSR will continue to develop economic relations with 
foreign countries, while maintaining the well-tried policy of the 
Soviet Government aimed at ensuring the technical and eco- 
nomic independence of the Soviet Union.’’** 

No goals for foreign trade are published in the Fourth Five 
Year Plan, and Soviet commerce, as it has developed, can only 
be known indirectly through the statistics of other countries. 
In over-all volume the trade of the Soviet Union regained its 
pre-war level by 1946 (allowance having been made for price 
changes), while the volume of world trade remained depressed.‘ 
Some expansion of trade relations has occurred, largely with 
Eastern Europe and with eastern Germany, where war indem- 
nities of one sort or another have added much to the volume of 
ordinary commercial trade. Apart from reparations, barter ex- 
changes in Eastern Europe alone served to raise the Soviet share 
in the reduced world total appreciably above the pre-war level. 

Soviet exports in 1946 were still below the 1938 volume, but 


404 A. Gerschenkron, Economic Relations with the USSR (New York, 


1945) ,; 62. 

405 Pravda, March 16, 1846. 

4€6 It should be noted that the pre-war year 1938, to which mene 
are made was itself a low trade year, roughly 58 per cent below the Russian 
total in 1931. 
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free commercial imports were about on a par with that pre-war 
year. In imports the Soviet Union has sought a wide range of 
machinery required for the development of heavy industry. At 
the same time an increasing proportion of consumer goods im- 
ports has been a new phenomenon. UNRRA deliveries and 
private relief raised this import total by approximately two fifths 
($152 million). In addition it is estimated that a like amount 
was obtained in reparations from Eastern Europe,“ with a 
much greater sum allegedly taken from the Soviet Zone in 
Germany.*” 

In the period from 1925-38 Germany, Great Britain, and the 
United States were the chief traders with the Soviet Union, 
supplying 40-60 per cent of the imports and absorbing roughly 
half of all Soviet exports.“ By contrast with this, the pre-war 
share of Eastern Europe in trade with the Soviet Union was 
only about two per cent. Often, they were competitors for third 
markets, in particular those of Germany and Western Europe, 
which purchased their common exports of raw materials and 
foodstuffs. 

The war produced a radical shift in this relationship as seen 
by the fact that trade with Eastern Europe in 1946 amounted 
to about one half the Soviet total of imports and exports, or 
approximately $225 million in each direction.*!® The only other 
significant trade during that year was with the United States 


407 The treaties of peace in Italy, Hungary, Bulgaria, and Finland. U. S. 
Department of State Publication, No. 2743, European Series, 21. According 
to the terms of these treaties Hungary is to pay $200 million; Rumania 
$300 million; Finland $300 million; and Italy $100 million. Payments are 
to be made over a period of eight years for each country except Italy, for 
which the period is seven years. 

408 Calculations of the American Military Government in Germany place 
the goods taken out of current production in the Soviet Zone at $1,250,000,- 
000 since 1945. If occupation costs, war booty and restitution seizures are 
added to this, the figure, according to the British Foreign Secretary, 
Ernest Bevin, exceeds $7 billion worth of removals from Germany since 
the war ended. See New York Times, December 21, 1947. 

409 Seventeenth Annual Report of the Bank for International Settlements, 
Basle, Switzerland, June 1947, p. 60. 

410 Rough approximation in current dollars based on official statistics 
published by nations trading with the Soviet Union. An estimated $150 
million in reparations have been added to Russia’s import totals from 
eastern Europe in reaching the percentage share. 
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which was the greatest single source of supplies to the Soviet 
Union, if lend lease and UNRRA shipments are taken into ac- 
‘count. 

Data are still insufficient to obtain a complete picture of the 
course of Soviet trade during 1947. Based on reports for the first 
half year, however, certain trends are evident in Eastern Europe. 
Most significant is a falling off in the relative share of the Soviet 
Union in both the imports and exports of these countries as 
they resumed trading ties with the rest_of the world. Total trade 
volume stayed about on the same level as 1946 in absolute terms, 
with appreciable increases in Soviet imports being offset by a 
drop in Soviet exports to the region. 

The Soviet share in the total foreign trade turnover of the 
eastern European countries is shown in the following table: 


Soviet UNION SHARE IN FOREIGN TRADE OF EASTERN EUROPE 
IN 1938 AND 1946° 


(Percentage share of imports plus exports) 


1938 1946 
Austria” 0.7 n.a. 
Bulgaria ©.0 76 
Czechoslovakia 1.9 II 
Finland® 0.8 21 
Hungary n.a. 36 
Poland 0.5 60 
Rumania oe n.a. 
Yugoslavia om n.a. 


® Source: Bank of International Settlements, Basle, Switzerland, 
Seventeenth Annual Report, June 1947, p. 60; Calculations exclude repara- 
tions and restitution payments which would greatly raise the Soviet share 
of exports from Finland and Hungary, and hence of their total trade 
turnover. UNRRA shipments have been omitted from calculations of 


er percentages. . 
Austrian statistics do not carry current export-import totals from the 
Soviet Union. These consist mainly of deliveries to and from the “‘Russian” 
(war-asset) enterprises, (¢.g., oil, cotton, etc.). Soviet data on these tran- 
sactions likewise are unavailable. 

¢ Data on Finland from Bureau of Central Statistics of Finland, Finlande 
Commerce Exterieur, 1946: League of Nations, International Trade Statistics, 


1938. 











283 


The Soviet Union began building a network of Eastern 
European trade agreements while the war was still on, con- 
cluding treaties with Finland, Bulgaria, and Poland in 1944. 
By the close of 1946 she had major barter agreements with 
each of the seven eastern European nations, often supplemented 
by treaties of Friendship and Mutual Assistance, as well as 
general economic treaties setting forth the framework of rela- 
tions (most-favored-nations treatment, etc.). 

In addition she had signed agreements of varying scope with 
eight other countries, the most important of which was that 
with Sweden.*"! The number of such agreements rose in 1947 
to eleven. Under these trade arrangements the Soviet Union has 
figured largely as a potential seller of grain, salt, sugar, timber, 
raw materials, manganese, iron ore and manufactured steel, as 
well as munitions to Poland, and machinery to Yugoslavia. 
Soviet imports have been chiefly raw materials and the products 
of light industry ; heavier manufactured items from Hungary and 
Poland, and machinery from Czechoslovakia, constitute a 
growing exception to this rule. 

Price data on the exchanges to date are too limited for an 
analysis of the terms of trade. However, foodstuffs and raw 
materials which the Soviet Union supplied when world markets 
were still largely inaccessible, doubtless proved helpful in 
promoting recovery. 

Intensive efforts to build up the Soviet system of trade with 
Eastern Europe came in the latter half of 1947 after the an- 
nouncement of the Marshall Plan. Several new agreements of a 
comprehensive character were made for periods as long as five 
years, whereas earlier agreements had generally been for one or 
two years. These agreements were concluded with Czechoslo- 


411 In chronological order the Soviet Union has concluded ents 
with the following countries outside Eastern Europe: France, Italy, Ice- 
land, Argentina, Uruguay, Great Britain, Sweden, Ireland, Norway, 
Denmark, and Belgium. The Swedish credit, which was responsible for a 
shift in the economic relations of the two countries leling those with 
Eastern Europe, amounted to one billion kroner ($278.5 million at the 
prevailing exchange rate), This was to be expended in Sweden over a 
period of five years, with repayment during 15 years at 25% per cent interest. 
A corresponding commodities agreement provided for a total annual turn- 
over of $200 million kroner. 
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vakia, Poland, Yugoslavia, and Bulgaria. Each of them was re- 
lated to the development program of the country concerned, with 
detailed delivery schedules arranged one year in advance. In cer- 
tain instances, notably Yugoslavia and Poland, the Soviet Union 
was to furnish industrial equipment on credit. Treaties of a 
more limited scope were entered into with Hungary, Rumania, 
and Finland. In addition the Soviet Union took the initiative in 
sponsoring trade arrangements of a similar nature among the 
individual eastern nations. Outstanding among these were 
bilateral trade treaties and comprehensive planning agreements 
worked out by Czechoslovakia, Yugoslavia, and Poland. 

Estimated dollar values of the new treaties between the 
Soviet Union and the Eastern European countries are as follows: 
Czechoslovakia, $110 million annually for five years, which 
would raise the Soviet share of Czechoslovak trade to 15 per 
cent; Hungary $35 million annually; Rumania, $50 million; 
Bulgaria, $43 million annually; and Yugoslavia an undisclosed 
amount.*”” 

Over and above her expanded trading relations with Eastern 
Europe, the Soviet Union has acquired sizeable German assets in 
the satellite countries. In Rumania and Hungary, particularly, 
the transfer of German assets appears to provide the Soviet 
Union with a lasting form of control in important sectors of their 
economies. This control has been exercised through binational 
companies, the stock of which is evenly divided between the 
Soviet Union and the satellite nation. Such companies include 
timber, bauxite, air transport, Danubian shipping, and oil, in 
some of which fields a monopoly is enjoyed. 


Production Goals 


According to the Fourth Five Year Plan, the principal aims 
are ‘“‘to rehabilitate the devastated regions of the country, to 
recover the prewar level in industry and agriculture, and then 
considerably to surpass that level.’’*" First priority is assigned 
to the development of heavy industry and railways, but im- 


412 Fourth Five Year Plan, Pravda, March 21, 1946. 
413 Pravda, March 16, 1946. 
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provements in living standards are also envisaged through an 
increased output of agricultural and consumption goods. 

If the present Five Year Plan is fulfilled in its essentials, the 
Soviet Union in 1950 will be economically much stronger than it 
was a decade earlier, notwithstanding the terrible ravages of the 
war. It will be producing more electric power and more steel 
than Greater Germany did in 1939, and nearly as much coal. 
This will mean a gross output of heavy industry about three 
fifths larger than at the outbreak of the war. In comparison with 
the United States, however, Russia will still fall short of United 
States totals for the same period. 

Among the major branches of industry the following per- 
centage increases over 1940 are planned: steel, 38 per cent; 
coal, 51 per cent; electric power, 70 per cent; machinery, 100 
per cent. These are the crucial sinews of industry, which remain 
the Soviet Union’s primary concern. Some relaxation of pace is 
apparent in order to meet consumer needs, but only the most 
pressing of these will be treated, and on a minimum basis. 

For consumers goods production the goal for 1950 is estimated 
to be 119 per cent higher than 1945, when output had fallen to 
an extremely low level as a result of the war. As compared with 
the pre-war period, however, realized gains in the standard of 
living will be very limited. The 1950 goal of 240 million pairs 
of shoes, for example, is only two per cent above the 1942 
target, which would mean about one pair of shoes per person 
per year. The 1950 objectives for essential textile goods such as 
cotton fabrics (4.7 billion square meters) and woolen fabrics 
(159.4 million square meters) are less than the corresponding 
figures in all preceding plans, etc. Bread, which constitutes one 
of the chief items in the Russian diet, will not exceed the 1940 
level on a per capita basis; and housing space available per head 
of population may well be less. 

On the basis of performance claims, the State Planning Com- 
mission has indicated that the economy is generally ahead of 
schedule, and for some branches, moreover, an attempt is being 
made to complete the Plan in four years instead of five. The 
rates of growth set by Fourth Five Year Plan targets are gen- 
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erally less ambitious than those set in previous plans, and for 
this reason, a high degree of success appears possible. The failure 
of the iron and steel industry to meet production goals, however, 
would seem to preclude uniform fulfillment of the Plan in all 
sectors of the economy. 

In his speech of February 1946, Stalin pointed out Soviet 
objectives designed to guarantee the country against “any 
eventuality.”” In economic terms those meant targets of 50 
million tons of pig iron, 60 million tons of steel, 500 million tons 
of coal, and 60 million tons of oil per year.*"* The goals were to 
be reached in the course of three five year plans, perhaps more, 
or in other words by 1960 or thereabouts. 

The immense natural and human resources and accumulating 
experience of the Soviet Union should assure a steady and 
significant accretion of economic power. The extent to which the 
Soviet leaders will permit an increasing emphasis on consumers 
goods will depend on the climate of international politics and 
the requirements, as they see them, of military power. 


414 J. V. Stalin, The Soviet Union and World Peace (New York 1946), p. 18. 











APPENDIX 


The Survey of the Economic Situation and Prospects for Europe, 
prepared by the Research and Planning Division of the Eco- 
nomic Commission for Europe, bears out, in the main, the 
earlier evaluation of the European sections of the Economic 
Report. However, the fact that the Survey was not published 
until the end of March made possible greater elaboration and 
firmer analysis of the major developments during 1947. Of 
particular interest is the comparison between therates of recovery 
in 1919-20 and 1946-47, the study of European trade and the 
analysis of the balance of payments situation, including the role 
of the United States. With regard to the Soviet Union and the 
eastern European countries considerably more extensive data 
have been made available to the writers of the Survey. 

The present Survey clearly indicates that the rate of recovery 
both in agriculture and industry was considerably more rapid 
after the Second World War than after the First. The com- 
parative figures for industry are strikingly suggested by the fol- 
lowing Table of the two most basic industrial products. 


ToTAL EUROPEAN PRODUCTION OF STEEL INGOTS AND CASTINGS 
AND Harp Coat" 


(Thousands of Metric Tons) 
Steel Ingots and Castings Hard Coal 
1913 39,150 roo index 574,944 100 index 
1921 22,116 6: * 414,162 i? 
1938 50,205 1oo|)0Cl 567,903 oJ 


1947 35,273 “— 457,011 _. 


® Source: Survey of the Economic Situation and Prospects for Europe, 
Prepared by the Research and Planning Division of ECE. Tables 12 and 13. 


However, despite the remarkable recovery in production since 
1945, the problems facing Europe today are far more serious 
than after 1918. 


The point of greatest difference between the two periods, and one which 
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underscores the vast change in Europe’s international position, is in re- 
ceipts from investments and other invisibles. Europe emerged from the 
First World War with some reduction in its oversea investments but with 
the greater part intact in countries relatively undisturbed by the war and 
still capable of producing large returns. The shipping position had de- 
teriorated more seriously but still yielded substantial revenues. These 
receipts, together with those from other service transactions, thus pro- 
vided Europe with some $4,000 million in 1919 and 1920 and made a large 
contribution toward financing the deficit on trade account in those years. 

Since the Second World War the situation has been completely different. 
Income from investments is only half as large as in the earlier post-war 
period. Shipping payments have made heavy drafts on dollar resources, 
and the war has left in its train a burden of military expenditures by 
European countries in other parts of the world. Rather than helping to 
cover the trade deficit, invisible transactions have added measurably to 


the financial load.*"® 

Furthermore, the crippling effect of the extension of the last 
war to almost all regions of the world has placed Europe in a 
far more unfavorable position than in 1919. 


. After the First World War the surplus of exports from the United 
States to Europe was partly offset by a net surplus of imports from the 
rest of the world into the United States. Since the Second World War, on 
the other hand, the rest of the world has joined Europe as a net claimant 
on United States production, and in 1947 the surplus of United States ex- 
ports to Europe was only little more than half the total United States 
export surplus. Even when the comparison is thus extended, it still remains 
true that the total United States export surplus in 1946 and 1947 averaged 
somewhat less in relation to the greatly increased volume of United States 
output than it did after the First World War.*!® 

. The increase in the real volume of imports from the United States, 
the largest single supplier to Europe in both periods, has been about 44 
per cent rising from roughly $4,000 million in 1919-20 to $5,750 million in 
1946-47, also expressed in 1938 prices.*!” 

. The most significant comparison is in terms of the relative strain 
iengnenitl by Europe on the United States resources during the two periods. 
Financial aid rendered by the United States in various ways has doubtless 


415 Survey of the Economic Situation and (hie, a for Europe, Prepared 
by the Research and Planning Division of the Economic Commission for 
— Pte /58, March 30, 1948, p. 59. (Hereafter cited as E /ECE /58.) 

416 Jb 

417 “These figures are all given on an f.o.b. basis. United States exports 
in 1946-47 include both UNRRA deliveries and (as a special adjustment 
to the recorded trade statistics) an estimate of civilian supplies shipped to 
Germany by the United States Army.” 





n 
co 
a 


“ass 


“re 94} JO} eyep [etZJed UO ‘soso sUIOS UT ‘peseq ‘sezEUIT{Se [eUOISTAOId ore 


94} ZUIpNpou] q 
I JO} SONS ¢ 


"Iz ajqey, “odoing 103 uotsstumI0D stWIOU0N| 917} jo 
UOISIAK] Zutuue[g pue yorvesey Aq posedelg ‘adoing 10} syoodsolg pue uorzenzIg o1MIOUON” ay} jo AsAIng y -a24n0¢ 


v'lZs 9°2b 9°f9 008‘9 o°9S 006‘f £°ét 006‘z 
9°gt v°I9 0°62 oor‘or o'9S 006‘¢ $ ‘901 002z‘9 
g°Zs cob o'1s oSh‘s ¢€-Sp oS1‘¢ Z19 oot‘z 
1°Z¢ 6°79 $°99 ooS‘g £-sv of 1‘¢ 6°16 oSt‘s 
1°S9 6°v¢ oor 069‘01 ooI 096‘9 ool otZ‘¢ 
¢-vS ‘SP oo! ogZ‘z1 ooI 096'9 ool ozg‘S 


qus0 bd qUeD bd 


seLzjunoZ 
opely uvedomy sootig gt61 saciid gf61 soouid gf61 
uvedomng -uON gt, jo ye sIeyjop gt, jo ye sIeyop gf, jo ye srIeTjop 
“BJU «= YIM Opel] yusO Jeg jOSUOTI yWe0l9g josuONpPy ywe0l9g jo suoNpyy 


edomy jo PPL selyunod uvedoing 
TRIO, JO BOHRNGEYSICT operl [FOL uvedoing ~e13U0] “UON GiiM Opell 


~/¥6r aNv ‘ov61 ‘gf£61 saOIag LNVISNOD NI gavay, S,adoung 





‘q'0"} ‘syiodxq 
‘q'0'} ‘syioduly 


Lv61 


"q'0'} ‘syiodxq 
"q’0'y ‘syioduly 


9b61 


‘q'0"} ‘sysodxq 
“q'0"} ‘syioduly 


gt61 


Jv 





290 


greatly increased from the one period to the other, but the relevant com- 
parison for this purpose is the amount of the United States export surplus 
to Europe (including what Europe has been able to purchase from its own 
resources) in relation to output in the United States. 

These comparisons . . . show that the surplus of the United States ex- 
ports to Europe since the Second World War has been less than half as 
large as it was after the First World War in relation to total United States 
production—that is, about 2 per cent of United States gross national pro- 
duction in 1946-47 compared with 5 per cent in 1919-20. Thus, as the 
combined result of the great increase in United States production and the 
decrease in Europe's ability to buy out of its own foreign exchange receipts, 
the assistance rendered by the United States to Europe has made much 
smaller inroads on American resources after the Second World War than 
after the First World War.*® 


The serious unbalance resulting from curtailed production in 
non-European regions as well as in Europe has been further 
aggravated by the progressive decline in the ratio of total United 
States imports to production. 


.... If the average relationship in 1919-20 (5.2 per cent) had prevailed, 
United States imports would have been almost $12,000 million in 1947, or 
more than double the actual amount. At the average ratio from 1921 to 
1939 (3.4 per cent) they would have been about $7,750 million, or more 
than $2,000 million larger than the amount actually imported in 1947. It is 
impossible to say how much of this relative decline is attributable to in- 
creased self-sufficiency in the United States as distinguished from reduced 
export availabilities in Europe and the Far East, although with the passage 
of time lack of goods for imports into the United States must tend to make 
it increasingly independent of outside supplies. Energetic export efforts by 
other countries combined with a cooperative attitude on the part of the 
United States may serve in time to restore American imports to a more 
normal relationship to income and production in the United States. But at 
the moment, the situation is that the United States economy is relatively 
much less dependent on imports than before the war, whereas in most 
European countries the opposite change has taken place.*?® 


The apparent recovery of European trade measured in current 
values is misleading because of the general price inflation and 
the distortion of relationships between internal prices and foreign 
exchange rates. 

To provide a more solid basis for analysis, Europe’s trade before and 


418 E /ECE /58, op. cit., p. 61. 
419 Tbid., pp. 62-63. 
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since the war should be measured in 1938 prices and an estimate of this is 
given in Table 21. These figures indicate that Europe’s total trade in 1947 
still remained well below the 1938 levels, with exports relatively much 
lower than imports. The decline was particularly marked in trade moving 
within Europe. Trade with non-European countries stood at a relatively 
higher level than intra-European trade, exports being more than three- 
fourths of the 1938 value and imports somewhat larger than in 1938. 

The import and export volumes indices for individual countries . . . show 
great disparity in the extent of recovery of trade. At the lowest level of 
all is Germany which, because of its great pre-war influence in world trade, 
exercises a heavy depressing influence on the entire European trade pic- 
ture, .. . At the other extreme is the United Kingdom, which accounted 
for an even larger volume of trade than Germany before the war and has 
succeeded in restoring its exports somewhat above the 1938 level while 
severely restricting imports. . . . this places the United Kingdom in an 
almost unique position in that its virtually the only one of the countries 
listed for which the export index in 1947 stands higher than the import 
index.*”° The rest of Europe, taken collectively, presents the reverse pic- 
ture, as shown in the following figures giving volume indices for the first 
nine months of 1947. 

Imports Exports 


(1938 = 100) 

Total Europe 79 63 

Total Germany 18 9 

Europe excluding Germany 94 81 

Europe excluding United Kingdom 77 106 
Europe excluding Germany and 

United Kingdom 107 68 


The elimination of Germany from these indices does not suffice fully to 
show the extent of trade recovery in Europe exclusive of all German trade. 
For this purpose it would be necessary not only to eliminate Germany as 
above, but also to have special volume indices for each country including 
its own trade with Germany both pre-war and post-war. A rough ap- 
proximation of Europe’s trade in real terms exclusive of all intra-European 
trade involving Germany and all German trade with non-European coun- 
tries, can be given as follows:*” 


420 Finland is a second exception and, if reparation deliveries were in- 
cluded, the export index would be higher still, although with both at a 
much lower level than the indices for the United Kingdom. It must be 
understood that the comparison is in terms of the relative change in the 
real volume of exports ae imports since 1938 and not in terms of the direct 
relation between the value of exports and the value of imports. 

421 E /ECE/58, op. cit., pp. 25-27. o 
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Imports Exports 
Volume Indexes (1938 = 100) 


Total European trade excluding 


trade by or with Germany 102 

Of which— 
Intra-European trade 84 84 
Trade with other countries 117 94 


The future of the European economy depends to a large extent 
upon the ability to achieve a sharply increased rate of exports. 


The deterioration in Europe’s international investment position, to- 
gether with changes in other invisible items*®” requires that Europe work 
its way toward an approximate balancing of its oversea trade accounts. The 
gap to be closed (measured in pre-war prices) amounted to some $3,300 
million in 1947 and would be approximately $2,000 million on the basis of 
1938 levels of exports and imports. 

The possibility of closing the gap through export expansion runs against 
two difficulties: (a) 70 percent of the current trade deficit, or one-third of 
the pre-war deficit, is with the United States, whereas Europe’s oversea 
exports go increasingly to countries other than the United States; and 
(b ) although Europe should be able to balance accounts or achieve an 
export surplus in trade with these other countries, there is little prospect 
that they can provide dollars in payment, because of the intensity of their 
own demands for United States exports. 

Progress toward a direct balancing of trade accounts with the United 
States via an expansion of exports will be limited for the most part to the 
potential outlets in the American market for luxury goods and the products 
of light industries. 

With regard to the possibilities of closing the trade gap by import con- 
traction, the ultimate recovery of trade within Europe should permit the 
return of imports from overseas, in the main, to about their pre-war level 
and composition. Room for contraction is limited, however, by the essential 
nature of Europe’s imports of foodstuffs and industrial materials, and the 
impossibility in most instances of replacing such imports by increased pro- 
duction within Europe. Moreover, such savings as may be possible will tend 
to be outweighed by larger requirements of petroleum and other industrial 
materials needed to support the changing pattern of production in Europe. 

Opportunities for savings on imports will thus be limited almost entirely 
to manufactured goods, particularly the products of heavy industries. It is 
in those categories that European industries could most likely provide 


422 It is estimated that “Europe's net receipts from ‘invisibles,’ including 
income from investments, should not be counted upon to yield more than 
$500 million annually, although favorable conditions might make the 
amount considerably larger.” E /ECE/58, p. 69. 
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substitutes for imports and, in view of the changing character of world 
demand, these industries will also have to provide the bulk of Europe’s 
export expansion. 

On the basis of the considerations thus summarized, the conclusion has 
been drawn that, if Europe is ultimately to balance its oversea accounts 
and yet restore its pre-war standards of living, there will need to be an 
expansion in the production of heavy industries in the order of $2,000 
million, (in pre-war prices) both for the purpose of substituting for manu- 
factured goods hitherto imported and for the purpose of increasing exports. 
The remainder of the adjustment, including a provision for increased re- 
quirements of industrial materials, would have to be covered in other ways 
such as the potential expansion of exports, of luxury goods and light in- 
dustrial products to the United States and other oversea hard-currency 
countries and the reduction in imports of certain primary products, as far 
as that is possible. 

This statement of the problem presupposes that Europe will be able to 
restore its pre-war productivity and can thus dispense in time with imports 
for purposes of relief and reconstruction. Fulfillment of the objectives indi- 
cated will require a concentrated effort over a period of years. Success in 
this endeavour will depend, moreover, on the fulfillment of certain basic 
preconditions: the cure of Europe’s present monetary instability, which 
constitutes a serious handicap to the efficient functioning of European 
economies; the restoration of intra-European trade to pre-war levels; and 
the expansion of European production along the lines necessary to meet 
the requirements of intra-European trade and of oversea exports.‘ 


423 E /ECE /58, op. cit., p. 85. “In relation to the 1938 volume of oversea 
trade the gap to be filled would require a 56 per cent increase in Europe’s 
exports or a 36 cent contraction in its imports. In relation to the 1947 
levels of trade (expressed in 1938 prices) the gap is about $3,300 million 
and would involve a 114 cent increase in exports or a 53 per cent con- 
traction in imports.” E /ECE /58, op. cit., p. 71. 
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Tue UNITED NaTIONS 


The Security Council—Consideration of the United Nations 
Good Offices Committee’s report on the Netherlands-Indonesian 
truce agreement of January 17, begun on February 17, ended on 
February 28 when the Council approved the agreement, agreed 
to maintain its good offices work, and called upon the Good 
Offices Committee and both parties to the agreement to keep the 
Council informed concerning the progress of the political settle- 
ment in Indonesia. The Soviet Union, the Ukraine, and Argen- 
tina abstained from voting.” (See New York Times, Feb. 29, for 
text of resolution.) Deadlocked for 15 months on the question 
of selecting a governor for the Free Territory of Trieste, the 
Council on February 23 received a report on conditions there 
from the commander of the United States-British zone, Maj. 
Gen. T. S. Airey. According to The New York Times of February 
24, General Airey stated that the ‘‘constant clashing of ideolo- 
gies—both national and racial—between the Italians and Yugo- 
slavs’”’ have resulted in trade stagnation and unemployment and 
that conditions will not improve until a suitable governor is 
chosen. The Council has since made no progress toward solution 
of the Trieste problem, but there have been developments out- 
side the Council.” In a letter to Secretary-General Trygve Lie on 


1 Members of the Good Offices Committee witnessed the installation at 
Batavia on March 9g of a Netherlands East Indies interim government 
which is to function until the establishment of the United States of Indo- 
nesia scheduled for January 1, 1949. Acting Governor General Dr. Hubertus 
i. van Mook heads the new regime which consists of 10 Dutch and 7 

ndonesians; the Indonesian Republic is not represented, but has been 
invited to participate. (For details, see Christian Science Monitor, Mar. 9; 
New York Times and New York Herald Tribune, Mar. 10.) 

2In a joint statement made public on March 20, the Governments of 
the United States, United Kingdom, and France announced that they 
have proposed to the Governments of the Soviet Union and ,Italy that 
they ‘‘join in agreement on an additional protocol to the treaty of peace 
with Italy which would place the Free Territory of Trieste once more 
under Italian sovereignty.” (See New York Times, Mar. 21, for text.) 
Italy’s acceptance of this procedure and Yugoslavia’s protest against it 
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March 10, Dr. Jan Papanek, then permanent representative of 
Czechoslovakia to the United Nations, requested that the situa- 
tion in Czechoslovakia arising from seizure of the Government 
by the Communist minority*® on February 25 be brought to the 
attention of the Security Council on the ground that the situa- 
tion resulting from the coup is a threat to international peace 
and security. (See New York Herald Tribune, Mar. 11, for text 
of letter.) Dr. Papanek charged that Deputy Minister of Foreign 
Affairs V. A. Zorin and other Soviet Union representatives in 


were transmitted to the three governments on March 22; the Soviet Union 
has made no formal a Stating that it was the United States, United 
Kingdom, and France that had brought about the establishment of Trieste 
as a Free Territory, the Yugoslav note declared that the three governments 
had also hindered agreement on a governor for the territory; that the 
American-British Administration in Trieste had poisoned relations be- 
tween Yugoslavia and Italy; that these relations were now being made 
more difficult of appeasement by the new proposal; and finally, that sub- 
mitting the proposal “‘at the time of the pre-electional campaign in Italy 
can serve only the formation of chauvinist hatred toward the Yugoslav 
— and . . . toward the sharpening of internal political relations in 
new ‘ (See New York Times and New York Herald Tribune, Mar. 23, 
or text. 

8 The crisis in Czechoslovakia was precipatated on February 20 when 
three non-Communist parties—the Czech National Socialists, Slovak 
Democrats, and Catholic People’s party—withdrew from the National 
Front Coalition Government (in which the largest single party was the 
Communist) because the Communist Minister of Interior refused to rescind 
an order replacing 8 non-Communist police su i in the Prague area. 
President Eduard Benes refused to accept the resignations and resisted 
pressure put on him to give Premier Klement Gottwald a free hand in 
naming a new Cabinet, and the Social Democrats announced that they 
would remain in the government only on condition that the coalition was 
a intact, but agreed also to negotiate with the Communists on their 
offer to form a joint majority Cabinet. Meanwhile, through newly formed 
“action committees” the Communists had taken over authority in the 
capital and in the provinces and the Communist-controlled General Con- 
federation of Labor threatened to call a general strike if the President 
held out against the Communist demands. On February 25, after an ex- 
change of letters between President Benes and the presidium of the Czecho- 
slovak Communist party, the President agreed to Premier Gottwald’s 
choice of a Cabinet, which, according to The New York Times of a 
26, contains ‘13 Communists, 4 Social Democrats, 2 men who split o' 
from the Czechoslovak National Socialist party, 2 who split off from the 
People’s party, one who left the Slovak Democratic y,” and 2 without 
party affiliation who were members of the previous Cabinet—Jan Masaryk 
as Minister of Foreign Affairs and General Ludwig Swoboda as Minister 
of War. The United States, British, and French Governments made a 
joint protest against the coup on penny 26. Dr. Papanek’s request for 
an investigation by the United Nations followed the death by a fall of 
Jan Masaryk on March 10. 
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Czechoslovakia at the time encouraged and promised help to 
the Communists, if necessary; that since the coup President 
Benes has been prevented from making ‘‘any public appearance 
or public utterance . . . and from executing his constitutional 
powers’’; that regularly elected Parliamentary members have 
been removed from office and deprived of Parliamentary im- 
munity; that many persons have been arrested without legal 
grounds, the right of private ownership of property violated, 
travel restricted, and freedom of the press abolished. On March 
12, Dr. Herman Santa Cruz, permanent representative of Chile 
to the United Nations, presented to the Secretary-General a 
complaint against the Soviet Union in the Chechoslovak situa- 
tion in which he asked that the Security Council investigate Dr. 
Papenek’s charges and that Chile ‘‘be designated to participate 
in the discussion of this matter when it is taken up by the 
Council.”” (See New York Times, Mar. 13, for text.) On March 
17, two days after the United Nations accepted the credentials 
of a new Czechoslovak delegate in place of Dr. Papenek, the 
Security Council voted 9 to 2 in favor of placing the Czecho- 
slovak case on its agenda, the Soviet Union and Ukrainian dele- 
gates casting the negative votes. (For texts of statements made 
by the delegates of the Soviet Union, Great Britain, and the 
United States, see New York Times, Mar. 18.) The three dele- 
gates spoke again at Council meetings on March 22 and 23. 
The British delegate, Sir Alexander Cadogan, said in part: 
When we discussed the inclusion of this question in the agenda of the 


Security Council, the representative of the Soviet Union said that these 
charges are pure invention, pure slander, absolute.y unfounded, absolute 


absurdity. . . . Bland and bare denials are not, in this case, very con- 
vincing. .. . What happened this month in Czechoslovakia had happened 
before in Romania, Bulgaria, Albania, Hungary, and Poland. ... Ina 


number of these countries, Russian troops had been in occupation while 
the Communist minority seized and built up power. It is all so regular and 
uniform that one cannot but trace it to the same source. (See New York 
Herald Tribune, Mar. 23, for text.) 

Andrei A. Gromyko, the Soviet Union delegate, said that the 
change in Czechoslovakia had been effected by the people to 
prevent the subjugation of their country to the political and 
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economic control of the United States and Great Britain; that 
the government reorganizations in France and Italy had been 
made as a result of American pressure, and that at the present 
time the United States is applying a “‘policy of crude economic 
and political pressure, the policy of blackmail’’ in connection 
with the coming Italian elections. Characterizing these charges 
as “unworthy of detailed answer,’”’ Mr. Warren R. Austin said 
that the happenings in Czechoslovakia had too close a resem- 
blance ‘‘to what has happened in other countries for the Security 
Council to be satisfied with perfunctory or categorical denials”’; 
that if the charges of Soviet interference in Czechoslovakia 
should be established, ‘‘they would constitute a case of indirect 
aggression” and that the United States supports “‘continued con- 
sideration by the Security Council aimed at saving other peoples 
from indirect aggression.’’ (Excerpts from the two statements 
appeared in The New York Times, Mar. 24.) 

Debate on Palestine resumed on February 23 with two reports 
of the Palestine Commission before the Council, in the second 
of which the Commission expressed the conviction that the 
partition of Palestine could not be effected unless armed forces 
were provided. Delegates of the United States, the United King- 
dom, Colombia, and Syria spoke. Mr. Warren R. Austin stated 
that in the view of the United States the Charter authorizes the 
Security Council to use armed force to maintain international 
peace if other means fail, but does not empower it ‘‘to enforce a 
political settlement’’—that is, partition; Mr. Arthur Creech- 
Jones said he would abstain in the voting on Palestine and that 
his Government adheres to its intention to end its mandate and 
withdraw its troops; Colombia proposed reconsideration of the 
whole problem at a special session of the General Assembly; and 
Syria made a general attack on partition. A United States resolu- 
tion amended to meet objections of other members, including 
the U.S.S.R., was approved 8 to o on March s, Argentina, Great 
Britain, and Syria abstaining. The resolution asked the per- 
manent members of the Council to consult and submit recom- 
mendations for the guidance of the Palestine Commission to the 
Security Council by March 15. Great Britain declined participa- 
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tion, and the representatives of China, France, the U.S.S.R., 
and the United States delayed the report to the Council to await 
replies to a truce appeal sent by China, France, and the United 
States to the Jews and Arabs of Palestine and to the Arab States 
Members of the United Nations. The truce appeal failed and the 
only conclusion reached by the four consulting nations was that 
the Council should make clear to all parties concerned that the 
situation in Palestine should not be allowed to threaten inter- 
national peace and should take all possible means to bring an 
end to violence and restore order in Palestine. After explaining 
this decision and reviewing the positions taken by the Jews, 
Arabs, the mandatory power, and the Palestine Commission at 
a Council meeting on March 19, Mr. Austin put forward a 
United States proposal asking abandonment of partition, estab- 
lishment of a temporary trusteeship for Palestine under the 
Trusteeship Council, the calling of a special session of the Gen- 
eral Assembly, and suspension of the Palestine Commission’s 
efforts to implement the partition plan pending the proposed 
Assembly session.* (See New York Herald Tribune or New York 
Times, Mar. 20.) On March 30, Mr. Austin submitted two 
resolutions to the Council, one asking the Jewish Agency for 
Palestine and the Arab Higher Committee to have their repre- 
sentatives meet with the Security Council to arrange a truce in 
the fighting in Palestine, and the other requesting the calling of 
a special session of the General Assembly. No mention was made 
of the trusteeship proposal. (For text, see New York Times, 
Mar. 31.) The Council approved both resolutions on April 1, the 
truce resolution unanimously and the other 9 to o, the Soviet 
Union and the Ukraine abstaining. April 16 was fixed as the date 
for the special Assembly session. 

The Interim Committee of the General Assembly—The Little 
Assembly, which on February 19 heard Dr. K.P.S. Menon, 
chairman of the United Nations Commission on Korea, report 


4 With plans for a Jewish State in the last stages, the Jewish Agency for 
Palestine on March 22 called a meeting of the Action Committee of the 
World Zionist Organization for April 4 to draft a new policy in view of the 
new United States proposals. 
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on the Committee’s failure to fulfill its task of preparing for 
holding elections in Korea because Soviet authorities in North 
Korea would not cooperate, adopted a resolution 31 to 2 on 
February 26 directing the Commission to “proceed with the 
observance of elections in all Korea, and if that is impossible, in 
as much of Korea as is accessible to it.”” (See New York Times, 
Feb. 27, for text.) Canada and Australia cast the negative votes 
and 11 countries abstained. Taking up the question of restrict- 
ing the use of the veto in the Security Council on March 1s, 
the Little Assembly set up a 17-nation subcommittee to study 
proposals submitted, including 31 made by the United States. 

The United Nations Conference on Trade and Employment— 
Convoked by the Economic and Social Council, the Conference 
held at Havana, November 21, 1947, to March 24, 1948, was 
attended by delegates from 62 nations. At the final session, 53 
of the 56 eligible to do so signed the Final Act authenticating a 
revised version of the draft Charter for an International Trade 
Organization completed at Geneva on August 22, 1947, and 
establishing an interim commission to function pending the 
coming into force of the trade organization. The Charter be- 
comes effective ‘‘6o days after ratification by a majority of the 
governments signing the Final Act,’’ or, if not in force by April 
1949, ratification by only 20 governments will be required. (For 
summary of the Charter as adopted, see New York Times, Mar. 
25.) The Trade Organization aims at achieving a more balanced 
world economy through an increase in production, consumption, 
and exchange of goods; developing areas ‘“‘still in the early stages 
of industrial development” ; giving all countries access to markets 
on equal terms; reducing tariffs and eliminating discriminatory 
treatment in international commerce; and at facilitating the 
solution of problems relating to international trade. 


ForEIGN A1p PROGRAM OF THE UNITED STATES 


Legislation authorizing the expenditure in the next twelve 
months of $6,098,000,000 for foreign aid cleared Congress on 
April 2 and was signed by President Truman on April 3. In 
addition to providing $5,300,000,000 in economic assistance to 
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the sixteen nations forming the Committee of European Eco- 
nomic Cooperation® and to Western Germany, Greece and 
Turkey will receive military equipment to the value of $275,000,- 
000, aid totalling $463,000,000 will go to China ($125,000,000 for 
military purposes and $338,000,000 for economic .aid), and 
$60,000,000 to the International Children’s Fund of the United 
Nations. The Act stipulates that the aid program be adminis- 
tered by an independent Economic Cooperation Administra- 
tion responsible to the President and requires pledges of self- 
help and mutual aid by the European countries benefiting. 
Pending Congressional action on an appropriation bill, the Re- 
construction Finance Corporation is to make $1,000,000,000 
available to the CEEC countries and $50,000,000 each to China, 
Greece, and Turkey. (See New York Times or New York Herald 


Tribune, Apr. 3 and 4.) 


TREATY CONCLUDED BY GREAT BRITAIN, FRANCE, 
BELGIUM, NETHERLANDS, AND LUXEMBURG 


As a result of a suggestion made by Foreign Secretary Ernest 
Bevin during a foreign affairs address to the House of Commons 
on January 22, representatives of Great Britain, France, Bel- 
gium, Netherlands, and Luxemburg met at Brussels on March 4 
and on March 12 adopted a draft of a fifty-year treaty including 
a military defense pact and providing for collaboration in eco- 
nomic, social, and cultural affairs. The agreement, signed by the 
Foreign Ministers of the five governments on March 17, enters 
into force ‘‘on the date of deposit of the last instrument of 
ratification’’; provision is made for other States to accede to the 
treaty. (See New York Times or New York Herald Tribune, Mar. 


18, for text.) 


5 The CEEC (Austria, Belgium, Denmark, France, Greece, Iceland, 
Ireland, Italy, Luxemburg, the Netherlands, Norway, Portugal, Sweden, 
Switzerland, Turkey, and the United Kingdom) opened its second session 
at Paris on March 15 to establish a permanent administrative organization 
to coordinate the reconstruction program and to draft a treaty of mutual 


assistance. 





